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FOREWORD 

f  I  'HE  American  Federation  of  Investors,  Inc.,  is  deeply  in- 
terested  in  the  discussions  of  government  ownership  and  op- 
eration  of  electric  Utilities  which  will  be  held  in  thousands  of  high 
schools  throughout  the  United  States  this  year.  Neither  the  Fed¬ 
eration  ñor  the  privately  owned  electric  utility  companies  had  any 
part  in  selecting  this  topic  for  debate.  We  are  informed  that  the 
selection  was  made  by  the  high  schools  through  their  various  State 
organizations.  Therefore,  we  feel  that  it  is  a  genuine  Service  to 
them  for  us  to  help  furnish  at  this  time  an  adequate  presentation  of 
the  arguments  in  opposition  to  government  ownership  and  operation  of 
electric  Utilities.  We  have  received  hundreds  of  requests  for  informa- 
tion  opposed  to  government  ownership,  as  stated  in  the  question  for 
debate,  from  widely  scattered  high  schools  and  colleges. 

This  handbook  is  an  effort  to  arrange  facts  and  arguments  so 
they  will  be  of  greatest  use  to  the  high  school  or  college  debater  who 
is  necessarily  unfamiliar  with  public  utility  economics.  We  do  not 
expect  students  to  use  this  handbook  verbatim,  but  rather  to  learn 
the  best  ways  to  use  the  available  material  in  developing  the  points 
they  believe  most  worthwhile,  and  to  select  only  those  facts  and 
arguments  which  will  be  of  greatest  valué.  We  have  attempted 
to  present  only  those  arguments  opposed  to  government  owner¬ 
ship  and  operation  because  we  are  convinced  that  prívate  utility 
companies  are  more  efficient,  give  better  Service  at  lower  cost, 
and  promote  greater  progress  in  the  electric  field  than  is  possible 
under  any  type  of  governmental  operation. 

We  welcome  the  opportunity  to  be  of  Service  which  the  selec¬ 
tion  of  this  national  debate  question  has  laid  upon  us.  We  greatly 
desire  that  full  and  free  discussion  of  this  most  important  subject 
will  be  stimulated  throughout  the  schools  of  the  nation  and  carried 
into  the  homes  from  which  our  students  come.  We  believe  that 
the  points  set  forth  in  this  handbook  are  all  substantiated  by  de- 
pendable  evidence  and  can  be  relied  upon  by  schools  and  the  gen¬ 
eral  public  alike.  We  shall  be  glad  to  answer  further  questions  re- 
garding  the  proofs  of  points  on  either  side,  or  to  help  in  locating 
additional  information,  or  to  answer  other  specific  questions  which 
debaters  may  require. 
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OUTLINE  BRIEF  AND  BIBLIOGRAPHY 

'C'ACH  debate  team  will  effect  a  saving  in  time  by  constructing 
-*-J  an  outline  brief.  This  will  show  the  relation  of  each  part  of 
their  case  to  other  parts,  their  relative  importance  and  the  best 
arrangement  for  the  number  of  speakers  and  time  limits  allowed. 
It  should  be  done  after  extensive  reading  and  consideration  of  other 
outlines  and  before  attempting  to  assemble  the  actual  speech  material. 

Select  those  points  you  are  best  prepared  to  develop  and  defend 
from  your  opponent’s  attack.  Arrange  these  points  in  some 
logical  or  convincing  sequence.  Gather  supporting  data  for  each 
main  point  from  statistics,  other  related  facts,  quotations  from  au- 
thorities,  and  comparisons  or  contrasts.  Cement  your  material  to- 
gether  through  logic,  reasonable  deductions  and  conclusions.  Do 
not  misquote,  exaggerate,  or  draw  conclusions  which  you  have  not 
proved.  Do  not  try  to  cover  too  much  ground ;  a  smaller  number 
of  vital  points  well  developed  are  more  efifective  than  a  multitude 
of  ideas  treated  sketchily.  Do  not  follow  worn  out  phraseology  in 
laying  out  the  main  divisions  of  your  debate,  but  try  to  make  your 
outline  distinctive  and  applicable  directly  to  the  characteristics  of 
this  particular  discussion.  Summarize  your  main  points  and 
conclusions  at  the  end.  We  suggest  that  you  practice  briefing  the 
arguments  which  follow  in  Sections  III  and  IV  of  this  handbook 
or  such  parts  of  them  as  you  may  wish  to  use. 

Adequate  bibliography  lists  are  available  so  that  each  school  should 
be  able  to  procure  a  wealth  of  dependable  material  on  both  sides  of 
the  question.  Students  should  read  first  a  few  chapters  in  standard 
texts  on  Public  Utilities.  Such  are  M.  G.  Glaeser,  Outlines  of  Public 
Utility  Economics ;  Mosher  &  Crawford,  Public  Utility  Regulation; 
W.  A.  Prendergast,  Public  Utilities  and  the  Peo  pie.  Sections  on  Na- 
ture  and  Development,  Methods  of  Public  Control,  Cost  Analysis, 
Rate  of  Return,  Valuation,  Rate  Schedules,  and  Standards  of  Serv¬ 
ice  are  most  helpful. 

Extensive  lists  of  magazine  articles,  speeches,  pamphlets,  etc., 
may  be  procured  as  follows :  Library  of  Congress,  from  your  Con- 
gressman;  The  Reference  Shelf,  H.  W.  Wilson  &  Company;  Na¬ 
tional  University  Extensión  Association  Handbook,  from  your 
State  Debate  League  chairman;  and  from  the  National  High  School 
Forensic  fraternity,  or  other  reliable  sources. 

The  Edison  Electric  Institute,  420  Lexington  Avenue,  New 
York,  has  prepared  an  extensive  brief  on  the  negative  side,  which 
together  with  a  packet  of  14  pamphlets,  reprints,  and  statistical 
data  is  available  on  request.  The  Public  Service  Magazine,  35 
East  Wacker  Drive,  Chicago,  also  has  published  a  valuable  manual 
on  the  Negative  side.  Also  get  local  rate  schedules  from  your  elec- 
tric  company  and  from  nearby  towns.  Many  of  these  sources  are  re- 
ferred  to  in  the  following  discussions. 
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m. 

WTRODUCTION  TO  AND  DEFINITION  OF 
QUESTION  FOR  DEBATE 


'T'HE  question  for  debate  as  selected  by  the  National  Uni- 

versity  Extensión  Association  for  the  school  year  1936-37  is :  “Re¬ 
solved  That  All  Electric  Utilities  Should  Be  Governmentally 
Owned  and  OperatedA 

The  electric  light  and  power  business  is  one  of  a  series  of  busi- 
ness  activities  known  as  public  Utilities,  including  those  Services  on 
which  the  public  has  come  to  depend  as  necessities  for  carrying  on 
its  other  social  and  industrial  activities  and  which  are,  by  their  na- 
ture,  monopolistic  in  character.  Besides  the  electric  industry  are 
included  such  activities  as  railways,  gas  plants,  postoffice,  telephone 
and  telegraph  lines,  Street  railways,  and  water  plants. 

Utility  Services  Are  Basic 

In  our  modern  community  and  national  life  the  presence  of 
these  Utilities  are  basic ;  which  means  that  our  manner  of  living 
and  the  conduct  of  other  businesses  and  industries  depend  on  a 
steady  and  adequate  supply  of  public  utility  Services.  Such  Serv¬ 
ice  should  be  uninterrupted  and  as  dependable  as  possible.  Since 
these  Services  are  community-wide,  duplication  of  facilities  to  pro¬ 
mote  open  competition  generally  results  in  higher  charges  or  de- 
creased  efficiency.  Being  largely  monopolistic,  they  must  be  regulated 
by  public  governmental  acts  through  franchises  or  other  special  grants 
so  that  the  individual  citizen’s  interests  are  properly  safeguarded. 

However,  each  public  utility  constitutes  a  sepárate  industry 
with  differing  fields  of  activity  and  methods  and  problems.  Some 
are  more  clerical  in  the  type  of  Service  rendered,  while  others  are 
very  complex  and  require  careful  planning  and  technical  execution. 
Therefore,  no  generalization  can  be  made  regarding  prívate  or  pub¬ 
lic  ownership  and  operation  of  all  public  Utilities.  Each  presents 
a  definite  and  special  problem  for  study.  Because  of  increasing 
size  with  its  problems  of  finance  and  management,  and  because  of 
the  increasing  dependence  of  the  public  on  these  Utilities  for  basic 
Services,  the  corporate  form  of  business  organization  is  becoming 
necessary  in  all  cases.  No  private  enterprise  or  partnership  is,  at 
present,  able  to  meet  the  requirements  of  efficient  public  utility 
Services. 

History  of  Electric  Industry 

The  history  of  our  present  electric  industry  began  about  1882 
with  one  private  and  one  municipal  plant  being  established.  Both 
the  electric  dynamo  and  the  incandescent  lamp  had  been  made  com- 
mercially  practical.  In  the  year  1882,  Thomas  A.  Edison  built  the 
Pearl  Street  steam  generating  plant  in  New  York  City,  and  the 
city  of  Appleton,  Wisconsin  built  a  generating  plant  operated  by 
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water  power.  During  the  past  54  years,  about  4,000  municipally  owned 
electric  plants,  some  for  generating  and  distributing  current,  and 
some  consisting  only  of  a  distributing  system  have  been  established. 
Over  2,000  of  these  plants  have  ceased  operation,  until  only  1,802 
remained  in  1932,  according  to  the  United  States  Bureau  of  Cen- 
sus.1  Practically  all  of  these  1,802  municipal  plants  serve  only  one 
community  and  have  no  connecting  lines  with  plants  in  other 
places.  In  1932  these  governmentally  owned  electric  Utilities  sup- 
plied  about  5  per  cent  of  the  total  electric  current  sold  in  the  United 
States. 

The  growth  of  electric  plants  owned  and  operated  by  prívate 
corporations  has  been  much  more  rapid  and  more  consolidation  has 
taken  place.  Thousands  of  local  plants  in  towns  and  cities  of  all 
sizes  have  been  Consolidated  into  1,627  larger  companies,  each  serv- 
ing  from  a  few  to  hundreds  of  communities  in  1932,  as  listed  by 
the  United  States  Bureau  of  Census.1  Dependable  and  adequate 
light  and  power  are  furnished  for  homes  and  industries  in  prac¬ 
tically  every  city  and  town  of  over  500  population,  and  over  20,000 
villages  or  rural  centers  of  less  than  250  people.2 

Rural  Extensions 

In  addition,  electric  service  has  been  extended  to  many  farms, 
increasing  from  about  4  per  cent  of  all  farms  in  the  United  States 
in  1926  to  an  estimated  12  per  cent  of  all  farms  on  which  homes 
were  maintained  during  1935.3  This  rural  service  has  been  sup- 
plied  almost  entirely  by  prívate  electric  companies  through  various 
pioneering  activities  in  this  new  field.  Prívate  corporations  gen¬ 
érate  and  distribute  95  per  cent  of  all  current  supplied  to  homes 
and  industries.  The  total  investment  in  prívate  electric  corpora¬ 
tions  was  about  $12,000,000,000,  and  in  municipal  plants  about  $500,- 
000,000  in  1932,  according  to  the  United  States  Bureau  of  Census 
survey.4 

The  electric  utility  business  is  now  one  of  the  largest  and  moSt 
basic  industries  in  the  United  States.  It  has  brought  about  revolu- 
tionary  changes  in  equipment  used,  and  methods  of  operation.  Its 
bonds  and  stock  are  widely  held  by  several  million  small  investors. 
The  sale  of  electricity  has  increased  over  five  fold  since  1920,  and 
the  prospect  for  future  growth  and  usefulness  of  this  industry 
in  American  life  seems  to  be  unparalleled. 

U.  S.  Government  Activity 

Of  late,  there  has  been  some  activity  by  the  United  States  gov- 
ernment  in  producing  electricity  in  three  so-called  “yard  stick” 
areas,  developing  electric  power  in  connection  with  irrigation, 
navigation,  or  flood  control  projects.  These  are  the  Tennessee 
Valley  development  in  southeast  United  States,  the  Boulder  Dam 
project  in  Southwest  United  States,  and  the  Grand  Coulee,  Bonne- 
ville,  and  other  dams  in  northwest  United  States.  A  fourth  de- 
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velopment  in  northeast  United  States  is  being  proposed  in  the  Saint 
Lawrence  región. 

During  the  present  administration,  emergency  gifts  as  high  as 
30  to  45  per  cent  of  the  total  cost,  and  long  time  loans  at  4  per 
cent  for  the  remainder,  have  been  extended  to  cities  and  towns 
for  building  electric  plants,  through  the  Public  Works  Administra¬ 
tion  as  an  aid  to  business  recovery.5  These  developments  have 
made  the  proposed  question  of  government  ownership  and  opera- 
tion  of  all  electric  Utilities  of  great  public  interest,  both  as  regards 
the  future  progress  of  electric  Utilities,  and  its  effect  on  other  in¬ 
dustrial  activities. 

Definition  of  Terms 

In  defining  the  terms  and  general  scope  of  the  problem  to  be 
discussed  as  set  forth  in  each  particular  debate  question,  it  is  wise, 
also,  to  specify  what  is  necessary  to  be  proved  and  what  related 
subjects  are  definitely  excluded. 

Let  us  look  first  at  the  particular  phraseology  of  our  question: 
Resolved  That  All  Electric  Utilities  Should  Be  Governmentally 
Owned  and  Operated.  “Electric  Utilities”  refer  to  and  inelude  those 
corporations  engaged  mainly  in  the  manufacture  of  electric  cur- 
rent  for  light  and  power,  which  is  offered  for  sale  to  the  general 
public.  Prívate  businesses,  such  as  faetones,  hotels,  department 
stores,  which  maintain  a  small  electric  plant  to  furnish  light  and 
power  for  their  own  use  are  not  public  Utilities  in  the  meaning  of 
the  question.  Such  small  electric  plants  are  often  operated  as  aux¬ 
iliarles  to  heating  Systems  or  use  of  by-produets  and  are  not  engaged 
in  producing  excess  current  for  sale  at  published  rates  to  the  general 
public. 

Govemmental  ownership  means  that  some  existing  govern- 
mental  unit  such  as  the  municipality,  the  county,  the  State,  or  the 
nation  must  hold  title  to  the  steam  or  hydro  or  internal  combustión 
electric  plant;  or  some  new  govemmental  unit,  such  as  a  district 
authority,  might  be  created  for  the  purpose  of  generating  and  dis- 
tributing  electricity.  Probably  if  the  Affirmative’s  plan  were  im- 
posed,  a  combination  of  govemmental  proprietors  would  result. 
For  example,  the  Affirmative  might  advócate  that  the  national 
goverment  build  dams  on  our  rivers,  where  natural  sites  are  avail- 
able,  for  generating  electric  current  in  connection  with  flood  con¬ 
trol  or  improvement  of  navigation.  Then  municipal  distributing 
Systems  might  be  built  by  the  towns  in  the  vicinity  of  such  na¬ 
tional  hydro-electric  projeets.  Thus,  the  electric  current  used  by 
the  public  would  be  produced  and  delivered  by  govemmental 
agents. 

Other  Affirmative  Proposals 

This  govemmental  ownership  might  also  be  accomplished 
through  public  corporations,  similar  to  the  TV  A  which  has  its 
charter  issued  by  the  state  of  Delaware.  The  shares  of  stock  in 
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such  a  Corporation  would  then  be  held  by  some  national,  State,  or 
local  unit  of  government.  In  some  instances  where  population  is 
concentrated,  as  around  New  York  City  or  Chicago,  several  com- 
munities  might  unite  to  form  a  district  electric  unit  as  the  Port 
of  New  York  Authority  or  the  Chicago  Drainage  District. 

The  Affirmative  is  also  free  to  advócate  a  policy  through  which 
large  cities  would  build  major  plants  and  make  contracts  with 
smaller  communities  and  rural  users  for  electric  current,  just  as 
prívate  corporations  now  serve  such  consumers.  Against  such  a 
proposal  the  Negative  might  argüe  that,  after  fifty  years  of  experi- 
ence,  it  is  not  being  practiced  today,  and  therefore  is  untried  and 
impractical ;  or  that  cities  can  not  conveniently  own  the  prin¬ 
cipal  distribution  lines  and  auxiliary  plants  needed  to  cover  wide 
areas,  and  therefore  Service  would  be  impaired ;  or  that  the  citizens 
and  industries  outside  of  such  city  limits  are  in  no  better  position 
to  control  rates  and  Service  than  if  they  purchase  from  the  present 
privately  owned  Utilities.  Therefore,  there  would  exist  no  definite 
governmental  control  of  their  electric  utility  by  the  citizens  and 
industries  so  affected,  and  all  the  alleged  evils  of  private  owner- 
ship  with  some  additional  ones,  such  as  indirect  taxation  and  rate 
discrimination,  might  appear. 

Up  to  the  present  time,  in  nearly  every  instance  the  municipal- 
ity,  large  or  small,  has  provided  both  its  own  generating  plant  and 
distributing  system  for  governmentally  owned  electric  Utilities. 
Consequently,  most  of  the  data  regarding  past  governmental  own- 
ership  and  operation  in  the  electric  industry  for  the  United  States 
comes  from  this  single  source.  Probably  none  of  these  proposals 
is  applicable  to  every  situation  in  the  whole  country — certainly  not 
on  the  most  economical  basis.  Therefore,  the  Negative  should  be 
prepared  to  meet  all  the  proposals  for  setting  up  the  machinery 
of  governmental  ownership  and  operation  which  the  Affirmative 
may  offer. 

Responsable  to  the  People 

Governmental  operation  further  means  that  the  managers  and 
other  employees  of  the  electric  Utilities  should  be  directly  or 
indirectly  responsible  to  a  city  council,  a  national  Congress,  a  State 
legislature,  or  some  other  board  of  commissioners  or  directors  in 
a  governmentally  owned  public  Corporation,  appointed  by  the 
proper  executive  head  and  approved  by  legislative  action.  Such 
legislature,  or  board,  or  chief  executive  would  be  finally  responsible 
to  the  people  affected  by  such  electric  utility,  for  satisfactory  rates 
and  Service  and  all  other  policies  of  financing  and  management. 
The  electorate  must  thus  be  able  to  control  and  change  the  operat- 
ing  activities  of  their  electric  plant. 

The  word  “all”  as  stated  in  the  question  means  Wholesale  and 
enforced  socialization  of  the  entire  electric  industry.  All  citizens 
and  industries  must  depend  on  some  governmental  unit,  of  which 
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they  are  usually  a  part,  for  all  electric  current  which  they  may 
purchase;  or  each  may  set  up  a  prívate  plant  to  produce  his  re- 
quired  current.  It  makes  no  difference  that  many  communities, 
some  of  them  having  already  tried  governmental  ownership,  desire 
to  rely  on  prívate  initiative  and  prívate  capital  under  governmental 
regulation  for  the  source  of  their  light  and  power. 

It  makes  no  difference  that  many  privately  owned  and  operated 
electric  companies  throughout  the  nation  have  been  giving  effi- 
cient  and  economical  electric  Service  through  all  the  years  in  which 
the  industry  has  developed  from  its  first  crude  stages,  and  that 
such  corporations  have  become  an  integral  part  of  our  investment 
and  industrial  structure,  or  that  large  and  vital  commercial  inter- 
ests  have  learned  to  rely  on  such  prívate  companies  with  their 
initiative  and  experience.  Atrprivate  organizations  must  be  taken 
over  and  operated  under  the  control  of  governmental  units  or  com- 
pletely  wiped  out. 

Question  Restated 


Therefore,  restating  the  question  in  more  detailed  and  refined 
form,  the  Affirmative  must  develop  the  proposition  that  all  electric 
light  and  power  generating  and  distributing  plants  which  offer  elec¬ 
tric  current  for  sale  to  the  public  should  be  completely  socialized, 
so  that  they  are  directly  owned  by  political  units  which  inelude 
those  citizens  and  industries  being  served  by  the  various  plants, 
and  operated  through  policies  determined  by  representative  boards 
responsible  to  the  people  concerned,  and  with  a  personnel  sub- 
ject  to  the  control  of  these  representative  boards.  The  commit- 
tee  of  debate  coaches  which  framed  the  question  made  it  very  broad 
in  scope  and  meaning,  and  obviously  intended  the  Affirmative 
and  Negative  sides  to  engage  in  a  thorough  discussion  of  all  phases 
of  governmental  ownership  and  operation  of  the  business  of  fur- 
nishing  electricity,  together  with  the  problems  and  difficulties  of 
alternative  prívate  ownership  and  management  under  public  regula¬ 
tion.  Debaters  should  also  read  carefully  the  definition  of  terms 
by  Prof.  Bower  Aly  on  pages  15  and  16,  and  of  the  word  “all”  on 
page  18,  of  the  Tenth  Annual  Debate  Handbook. 


Irrelevant  Points  Excluded 

However,  the  Affirmative  cannot  wander  pleasantly  into  fields 
of  discussion  which  are  not  essential  to  the  generation  or  the  dis- 
tribution  of  electric  current,  although  there  are  many  problems 
of  public  concern  associated  with  the  broad  area  of  public  Utilities 
in  general.  Therefore,  it  is  good  strategy  for  the  Negative  side 
to  restrict  the  Affirmative  to  a  discussion  of  the  points  directly  at 
issue,  after  eliminating  other  topics  often  considered  but  not  in- 
cluded  for  debate,  some  of  which  are : 

1.  Conditions  or  methods  of  operation  of  other  public  Util¬ 
ities  or  industries.  Each  utility  or  industry  is  unique  in  its 
business  methods,  its  purposes,  and  other  problems  and  does  not 
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control  or  affect  the  merits  of  managing  electric  properties.  The 
fact,  if  proved,  that  municipal  ownership  and  operation  of  water 
plants  may  have  achieved  a  fair  degree  of  success,  while  gov- 
ernmental  operation  of  railways  or  telephone  lines  has  been  at- 
tended  with  inefficiency  and  loss,  both  here  and  abroad,  are  not 
arguments  why  governments  would  be  successful  in  managing 
all  electric  Utilities.  We  must  restrict  our  arguments  to  the 
conditions  found  in  the  electric  industry,  except  as  either  side 
may  be  able  to  show  that  these  conditions  are  similar  to  con¬ 
ditions  in  another  public  utility  or  industry. 

Holding  Companies 

2.  The  valué  of  regulation  or  prohibition  of  holding  com¬ 
panies.  Although  many  of  our  greatest  holding  companies  are 
associated  with  the  electric  industry,  there  are  many  other  types 
of  holding  companies.  If  electric  holding  companies  were 
judged  by  the  public  to  be  injurious  and  were  subject  to  more 
thorough  regulation  by  State  or  national  governments,  or  if 
holding  companies  were  entirely  prohibited  or  restricted  to  the 
direct  ownership  of  other  operating  companies,  the  generation 
and  distribution  of  electric  energy  could  still  be  carried  on  under 
private  ownership  and  management. 

Rates  might  be  higher  or  lower;  Service  to  the  customers 
might  be  less  or  more  reliable;  operating  and  administrative 
efficiency  might  be  diminished  or  increased;  but  private  cor- 
porations,  both  small  and  large,  concentrated  in  one  community 
or  furnishing  light  and  power,  over  wider  regions,  would  still 
be  engaged  in  the  sale  of  electric  current  to  the  public.  There- 
fore,  the  question  of  the  advisability  of  holding  companies  in 
the  electric  or  gas  or  railway  or  automobile  or  coal  or  oil  or 
food  or  any  other  type  of  business  is  entirely  sepárate  from  the 
Affirmative  proposition  for  governmental  ownership  and  opera¬ 
tion  of  electric  Utilities. 

3.  The  creation  and  sale  of  securities  directly  by  large  cor- 
porations  or  through  the  stock  and  bond  exchanges,  and  their 
control  by  government.  Recent  legislation  setting  up  a  United 
States  Securities  and  Exchange  Commission  by  which  govern¬ 
mental  approval  of  methods  of  sale,  advertisement  of  new  is- 
sues,  and  other  similar  activities  is  required,  applies  equally 
to  the  securities  of  all  large  corporations.  Although  the  dis¬ 
tribution  of  securities  by  electric  companies  has  been  criticized 
in  common  with  many  other  types  of  business,  the  machinery 
for  controlling  the  sale  of  such  securities  does  not  affect  the 
ownership  or  operation  policies  involved  in  the  manufacture  and 
distribution  of  electric  current.  Indeed,  such  control  of  secur¬ 
ities  by  the  national  government  would  probably  be  less  effec- 
tive  under  government  ownership  of  all  electric  Utilities  than 
under  private  Corporation  control. 
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Past  Diíficulties 


4.  What  has  happened  in  the  past  during  the  early  develop- 
ment  of  public  Utilities  and  their  relations  with  the  public.  This 
is  very  incidental,  if  it  has  any  connection  whatever,  to  develop- 
ing  sound  policies  for  future  ownership  and  operation  in  the 
electric  field.  It  is  very  probable  that  we  should  have  no  pres- 
ent  question  or  debate  discussion  if  our  electric  Utilities  had  not 
been  developed  over  their  short  period  of  growth  into  their 
present  powerful  and  closely  knit  business  organizations,  prin- 
cipally  through  private  initiative.  All  business  activities  have, 
out  of  necessity,  gone  through  an  early  period  of  trial  and  error 
and  competitive  confusión,  with  much  irresponsibility  and  many 
losses,  before  they  have  become  established  as  sound,  recognized 
industrial  structures.  Our  economic  system  knows  no  other 
means  for  testing  the  social  worth  of  new  undertakings.  They 
must  survive  and  grow  in  competition  with  older  and  more  set- 
tled  industrial  activities. 

One  may  deplore  the  “write-ups”  of  new  acquisitions,  or 
over-valuation  of  electric  properties  as  “going  concerns”,  or 
wasteful  competitive  rate  “wars”,  or  other  birth  struggles  of 
the  newly  developing  electric  industry,  just  as  the  discrimina- 
tions  and  wars  and  reorganizations  of  railway,  oil,  Steel,  or  food 
industries  are  now  condemned.  But  these  faults  and  diíficulties, 
whether  necessary  or  no,  are  not  the  vital  factors  in  determining 
wise  future  policies  for  an  industry  which  is  reaching  toward 
maturity,  and  has  finally  become  one  of  the  most  necessary 
parts  of  our  complete  industrial  structure  and  our  highly  special- 
ized  social  organization.  Indeed,  it  can  be  argued  with  great 
forcé  that  the  electric  industry,  having  developed  at  a  later  date 
and  under  more  direct  public  scrutiny,  has  been  much  freer 
from  disorganization  or  unsocial  practices  than  any  of  our  pres¬ 
ent  large  industries. 

5.  The  efficacy  of  government  competition,  either  actual  or 
potential,  in  controlling  private  monopoly  or  in  setting  fair  rates. 

The  statement  of  our  question  does  not  allow  for  any  private 
ownership  or  operation  to  continué,  but  all  electric  Utilities  are 
completely  taken  over  by  governmental  units  in  which  the  cit- 
izens  to  be  served  have  an  active  and  controlling  interest. 
Whether  this  ownership  and  control  be  exercised  through  na- 
tional,  State,  or  local  governments,  or  special  governmental  units 
set  up  to  opérate  electric  Utilities,  all  private  initiative  and  man- 
agement  are  abolished.  In  fact,  one  of  the  Negative  principal 
contentions  will  be  that  every  community  should  be  left  free  to 
develop  its  electric  Utilities  under  either  Corporation  franchises 
or  governmental  management,  whichever  experience  has  shown 
to  be  the  more  efficient  when  all  factors  aífecting  efficiency 
have  been  considered. 
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Privately  owned  plants  may  thus  be  subject  to  be  taken  over 
by  the  community  under  proper  provisions  at  any  time,  while 
the  community  is  also  free  to  transfer  the  production  and  dis- 
tribution  of  electricity  from  municipal  to  private  initiative  and 
management.  Or  torced  transfer  of  electric  Utilities  from  one 
private  company  to  another  may  be  provided  when  Service  or 
rates  are  unsatisfactory.  Thus,  potential  competition  is  pre- 
served  and  both  public  and  private  responsibility  increased.  But 
the  Affirmative  must  uphold  the  proposition  that  removing  all 
threat  of  competition,  and  turning  over  the  electric  Utilities  of 
the  nation  in  perpetuity  to  political  managers  without  recourse 
to  possible  private  ownership,  is  the  most  desirable  policy  from 
the  standpoints  of  responsibility,  progress,  rates,  and  Service. 

Govemmental  Yardsticks 

6.  The  desirability  of  “yardstick”  projects.  Such  govern- 
mental  developments  as  the  TVA  or  an  occasional  dam  in  the 
Mississippi  or  Colorado  or  Columbia  rivers  for  the  incidental 
sale  of  electricity  in  peace  time,  linked  with  irrigation  or 
reforestation  or  flood  control  or  military  or  naval  preparedness 
or  improvement  of  navigation,  are  not  intended  to  supplant 
private  production  and  distribution  of  electricity.  ‘T  state  to 
you  categorically  that  as  a  broad  general  rule  the  develop- 
ment  of  Utilities  should  remain,  with  certain  exceptions  a  func- 
tion  for  private  initiative  and  private  capital.” — President 
Roosevelt,  September  21,  1932.6 

Indeed,  such  govemmental  activity  presupposes  the  continu- 
ance  of  private  companies  for  a  majority  of  our  light  and  power 
production.  Otherwise,  there  would  be  no  rates  or  business 
practices  left  for  the  government  to  measure,  and  all  “yardstick” 
projects  would  become  major  centers  for  generating  electric 
current  instead  of  being  merely  incidental  to  some  other  govern- 
rnental  project.  We  should  also  note  that  such  power  locations 
are  very  few  and  cannot  furnish  electric  current  for  most  of  the 
people  or  area  of  the  United  States.  Govemmental  “yardsticks” 
might  endanger,  but  certainly  are  not  intended  to  destroy, 
private  electric  Utilities  or  to  displace  them  in  most  parts  of  the 
country.  Theoretically,  they  should  rather  aid  private  compa¬ 
nies  to  better  serve  the  majority  of  the  people,  either  through 
supplying  electric  current  at  Wholesale  prices  for  wide  distribu¬ 
tion,  or  in  showing  how  new  economies  and  efficiencies  can  be 
developed. 

These  six  restrictions  on  the  Affirmative  should  help  to  define 
more  clearly  the  scope  of  the  debate  question  and  suggest  other 
ways  in  which  the  Negative  should  be  alert  to  keep  the  Affirmative 
argument  centered  directly  on  the  question  for  debate.  The  prop¬ 
osition  is  broad  enough  to  occupy  all  the  energies  of  both  sides  in 

12 


f 


a  one  hour  discussion  without  drawing  in  subsidiary  or  distantly 
related  points  to  obscure  the  real  issues  involved. 

Four  Basic  Issues 

What,  then,  are  the  basic  issues  with  which  both  sides  should 
deal  in  an  honest  discussion  of  governmental  ownership  and  opera- 
tion  of  electric  Utilities, — issues  which  are  unique  in  the  considera¬ 
ron  of,  and  applicable  definitely  to  the  long-time  wisdom  of  the 
Affirmative  proposition?  We  believe  there  are  four  main  issues 
which  must  be  thoroughly  discussed  by  both  sides.  The  final 
judgment  on  these  four  issues  should  determine  the  wisdom  of 
the  Affirmative  proposition. 

First,,  how  will  the  total  costs  of  supplying  electric  light  and  power 
to  any  community  he  affected  by  abolishing  all  prívate  Corporation 
control  and  substituting  enforced  governmental  ownership  and, 
operationf 

Sexond,  in  which  direction — complete  socialization  of  the  electric  in- 
dustry  or  retaining  potential  competition  as  fitted  to  local  or  regional 
conditions — lies  the  greatest  improvement  in  Service  through  ex- 
perience  and  efficiency  of  operationf 

Third,  can  the  public  need  for  electric  light  and  power  be  better  sei'ved 
through  constructive  governmental  regulation,  which  seeks  to  pre¬ 
serve  the  advantages  of  prívate  initiative  and  management  while 
preventing  the  misuse  of  monopolistic  power f 

Fourth,  will  the  effects  of  enforced  socialization  of  the  electric  in- 
dustry  be  detrimental  or  beneficial  to  other  parts  of  our  complex  in¬ 
dustrial  system  f 

We  shall  seek  to  develop  the  Negative  viewpoint  on  these  four 
basic  issues  in  the  pages  which  follow. 
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IV. 

MAIN  ARGUMENTS  FOR  NEGATIVE  SIDE 


npHE  first  main  contention  of  the  Negative  is  that  governmental 
-*■  ownership  and  operation  of  electric  Utilities  does  not  give  the 
community  equal  Service  at  lower  total  cost. 

This  is  the  most  important  point  in  the  whole  debate.  Nearly 
every  argument  the  Affirmative  puts  forth  can  be  reduced  in  its 
final  analysis  to  a  question  of  costs  of  Service.  If  the  costs  of  de- 
pendable  electric  Service  to  the  individual  householder  or  business  man 
or  farmer  do  not  show  a  substantial  saving,  all  other  alleged  benefits 
are  of  little  or  no  avail.  It  must  show  lower  ultimate  costs  for  equal 
Service,  or  better  Service  at  no  increased  cost. 

However,  we  must  consider  total  ultimate  costs  of  Service  to  the 
whole  community  and  not  be  misled  by  temporary  rates  charged  for 
residence  lighting,  which  may  be  totally  inadequate  to  care  for 
the  service  rendered.  It  is  true  that  rates  for  residence  lighting 
should  not  be  too  high  in  comparison  with  commercial  and  indus¬ 
trial  rates,  but  each  class  of  service  should  pay  its  own  way;  and 
in  the  final  analysis,  the  community  directly  or  indirectly  must 
pay  all  costs  of  furnishing  electric  current  to  all  types  of  users. 

If  residence  rates  are  high  and  commercial  and  industrial  rates 
low,  these  lower  rates  should  attract  industry,  increasing  employ- 
ment  and  wages,  and  giving  consumers  the  producís  manufac- 
tured  or  processed  at  lower  cost  because  of  cheap  industrial  power; 
if  residence  rates  be  low  and  commercial  and  industrial  rates  rela- 
tively  high,  industry  is  not  attracted  and  costs  of  manufactured 
goods  become  greater  because  of  increased  overhead  for  power. 
In  either  event,  the  citizens  of  the  community  must  pay  the  total 
costs  of  the  light  and  power  which  are  used  for  all  purposes;  and 
these  total  costs  are  but  little  affected  by  rates  schedules,  unless 
such  schedules  be  notoriously  unfair  between  different  classes  of 

citizens.  Divisions  of  Total  Costs 

The  courts  and  engineering  profession  recognize  several  di¬ 
visions  of  costs  in  determining  the  ultimate  cost  of  operating  an 
electric  utility.1  These  are :  First,  the  original  cost  of  building 
the  generating  plant,  transmission  lines,  and  distribution  lines  and 
equipment,  or  the  present  valué  of  reproducing  them ;  Second,  interest, 
taxes,  legal  and  engineering  expenses  during  the  time  of  construction 
together  with  losses  during  the  first  few  years  of  operation  in  adver- 
tising  and  selling  current  below  cost,  for  the  purpose  of  building  up 
a  group  of  customers  which  would  finally  make  the  total  business  a 
“going  concern”.  These  divisions  represent  the  main  Ítems  in  the  rate 
base,  on  which  a  fair  return  is  allowed  by  law;  Third,  depreciation  of 
plant  caused  by  annual  wear  and  tear  in  supplying  current  to  custom¬ 
ers.  In  this  item  may  also  be  placed  obsolescence,  caused  from  new 
inventions  or  improved  methods  which  make  it  advisable  to  replace 
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machinery  and  other  equipment  before  it  is  worn  out.  This  item  has 
been  especially  large  in  the  fast  developing  electric  industry;  Fourth, 
working  capital,  which  is  the  amount  of  funds  which  must  be  carried 
to  care  for  the  current  payments  for  fuel  and  wages,  interest  on  un- 
paid  bilis,  etc. 

It  has  been  difficult  to  get  adequate  data  on  total  costs  of 
operating  municipal  plants.  Privately  owned  companies’  rates 
charged  for  electric  Service  must  be  high  enough  to  cover  all  types 
of  costs,  or  the  company  will  eventually  be  forced  into  bankruptcy. 
Consequently,  their  accounting  systems  have  always  made  pro¬ 
visión  for  each  item  of  cost  and  have  sought  to  look  ahead  far 
enough  in  years  to  give  an  adequate  picture  of  total  expenditures 
in  operating  an  electric  utility  business.  With  the  coming  of  State 
regulation  of  electric  Utilities,  these  accounts  have  been  made  uni- 
form,  with  definite  Ítems  being  assigned  to  each  section,  so  that 
any  investigator  may  get  a  clear  and  accurate  picture  of  the  finan- 
cial  status  of  each  privately  owned  electric  utility. 

Municipal  Plants  Avoid  Cost  Accounting 

But  plants  unaer  municipal  operation  have  not  generally  (ex- 
cept  in  about  15  States)  been  subject  to  State  commission  regula¬ 
tion  or  reports.2  Consequently,  they  have  developed  no  uniform 
system  of  accounting.  Many  sections  of  their  reports  are  am- 
biguous.  Identical  Ítems  do  not  inelude  the  same  expenses  for 
different  cities.  Sometimes  reports  have  been  juggled  to  cover 
losses,  or  important  items  have  been  entirely  omitted,  since  it  is 
possible  to  inelude  many  expenditures  in  other  city  accounts  and 
collect  payment  for  them  from  general  taxes,  rather  than  making 
municipal  electric  rates  cover  the  total  cost  of  Service.  Generally 
there  have  been  no  regular  auditor’s  reports  or  accounting  by  in- 
dependent  certified  public  accountants. 

Extracts  follow  from  auditor’s  report  to  Mayor  and  Council  of 
Mapleton,  Iowa,  population  1,630,  April  7,  1931,  with  reference 
to  Municipal  Electric  plant,  covering  period  December,  1925  to 
March,  1930.3  The  average  population  of  all  communities 
owning  electric  plants  is  about  2,000. 

“I  also  cali  attention  to  the  fact  that  it  was  difficult  for 
me  to  realize  that  any  business  enterprise  with  an  investment 
from  $60,000  to  $100,000  would  opérate  for  a  period  of  four 
years  and  four  months  without  keeping  a  regular  set  of  books 
with  at  least  enough  modera  accounting  and  true  information 
as  to  assets,  liabilities,  income,  operating  expenses,  true  state- 
ment  of  all  contributed  funds,  proper  reserves  for  depreciation, 
bad  accounts,  and  accrued  bond  interest,  and  to  furnish,  at  least 
annually,  a  financial  statement  with  balance  sheet  showing 
assets,  liabilities,  capital  investment  and  net  worth  and  com- 
prehensive  statement  of  all  income,  profit  and  loss.  That  no 
books  even  remotely  approaching  the  mínimum  requirements 
set  out  in  the  preceding  paragraph  had  been  kept  by  or  for  the 
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town  of  Mapleton  becarne  apparent  on  my  preliminary  survey 
made  after,  instead  of  before,  beginning  work  on  the  audit. — 
In  addition  to  the  loss  of  the  ‘Combined  Cash-Journal,’  the 
day  books  containing  details  of  material  and  labor  sold  and 
house  wiring  jobs  from  about  January,  1926,  to  March,  1929, 
have  mysteriously  disappeared. — Book  without  title  kept  by  George 
A.  Rice.4  As  set  out  on  page  5  of  this  report,  a  book  was  submitted 
for  audit  consisting  of  loose  leaf  sheets  with  a  black  binder.  This 
book  is  the  only  record  bringing  together  and  consolidating  a  part 
of  the  financial  transactions  of  the  municipal  electric  plant,  but 
the  record  kept  is  so  incomplete  that  it  is  of  no  valué  in  preparing 
complete  and  accurate  financial  statements  for  the  difíerent  periods 
of  operation. — The  very  lax  methods  in  handling  town  clerk’s  cash 
with  no  control  account  in  a  general  ledger,  no  water  ledger  kept, 
duplicate  invoices  for  sales  of  electric  current  and  materials  and 
labor  destroyed  or  lost,  the  disappearance  of  books  and  absence  of 
dates  on  the  loose  sheets  of  paper  kept  as  clerk’s  cash  record,  made 
it  impossible  to  properly  audit  the  clerk’s  cash  account. — Net  cost 
to  taxpayers  in  support  of  light  plant  to  March  31,  1930,  $14,620.36. 

In  other  words  it  has  cost  the  taxpayers  of  the  town  over 
and  above  the  amounts  paid  to  light  and  streets,  pump  town 
water  and  other  electric  Service,  for  the  support  of  their  light 
plant,  the  sum  of  $26,041.19.  As  owners  of  the  plant  they  have, 
by  their  contributions,  increased  the  valué  of  the  plant  by  the 
sum  of  $6,704.50  and  have  reduced  the  bonded  debt  on  the  plant 
$3,491.92,  the  plant  has  earned  a  profit  of  $1,224.41  and  the 
taxpayer  has  paid  $14,620.36  for  the  support  of  the  light  plant, 
being  the  sum  contributed  less  the  benefits  received  and  profit 
realized  by  reason  of  his  contribution. 

Conclusión.  In  conclusión  I  will  quote  from  a  decisión  of 
the  supreme  court  of  the  State  of  Iowa  in  the  case  of  Muscatine 
Lighting  Company  vs.  the  City  of  Muscatine,  217  Northwestern 
Repórter,  page  468,  in  which  the  court  says :  ‘As  a  general 
proposition  a  municipality  ought  not  to  opérate  Utilities  at  the 
expense  of  taxpayers  any  more  than  a  prívate  Corporation 
ought  to  opérate  them  at  a  loss  to  its  stockholders.  They  should 
be  made  to  pay  their  own  way,  and  the  taxpayers  ought  not 
to  be  called  upon  to  assume  a  burden  that  was  never  intended 
by  their  establishment.’  ” 

Respectfully  submitted, 

E.  C.  Worthington4 
Certified  Public  Accountant. 

Prívate  companies  have  not  only  been  under  uniform  commis- 
sion  regulation  but  have  been  subject  to  audits  by  trust  com¬ 
panies  ^cting  for  bond  holders,  and  by  holding  companies  wish- 
ing  to  ascertain  at  all  times  the  true  condition  oí  operating  units. 
Municipal  plants  have  opposed  commission  control  or  regular  re- 
ports,  and  investment  bankers  have  not  cared  for  regular  inde- 
pendent  audits  because  the  whole  city’s  property  is  generally 
pledged  for  both  principal  and  interest  on  bonds.  This  attitude 
seems  to  show  a  desire  to  evade  the  question  of  total  and  accurate 
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cost  accounting,  else  the  city  should  welcome  regular  and  uniform 
accounting  supervised  by  its  State  commission,  as  an  aid  to  proper 
management  and  credit  rating. 

Rales  Should  Cover  All  Cosis 

Although  municipal  plants  have  been  shown  to  have  evaded 
and  omitted  many  Ítems  of  ultímate  cost  in  setting  up  their  rate 
schedules,  we  shall  first  compare  the  actual  rates  charged  íor  Serv¬ 
ice  by  municipal  and  prívate  company  plants.  The  total  rates 
charged  should  be  high  enough  to  cover  the  costs  referred  to  pre- 
viously  and  to  attract  whatever  new  capital  is  necessary  for  ex- 
tensions  of  service  as  the  community  develops.  This  is  not  only 
fair  but  is  necessary,  if  future  years  shall  find  the  plant  increas- 
ingly  able  to  care  for  the  new  demands  of  an  expanding  com¬ 
munity  for  light  and  power. 

Costs  should  also  inelude  a  fair  return  on  total  plant  valué  rep- 
resented  in  the  main  by  interest  on  bonds  and  dividends  on  pre- 
ferred  and  common  stock  outstanding.  This  fair  rate  has  in  the  past 
been  fixed  by  the  courts  at  seven  per  cent  or  more;  regulatory  com- 
missions  have  generally  sought  to  allow  prívate  companies  returns  de- 
creasing  to  about  6%  at  the  present  time.5  Reserves  should  also  be 
established  for  depreciation  and  obsolescence,  and  the  current  capital 
required  for  overhead  in  the  daily  operation  of  business.  Municipal 
and  prívate  company  plants  should  have  identically  the  same  ítems  of 
expense,  except  that  municipal  plants  have  no  preferred  or  com¬ 
mon  stock  outstanding,  being  financed  entirely  by  bond  issues. 

Three  Classes  of  Consuméis 

Rates  structures  through  which  all  revenue  to  maintain  the 
plant  should  be  derived,  are  necessarily  rather  complicated  owing; 
to  the  great  difference  in  costs  of  supplying  the  various  classes  of 
customers  with  electric  current.  However,  three  general  classes 
are  now  generally  recognized:  1.  residence,  including  light  and 
power  for  household  purposes;  2.  commercial,  including  retail  and 
Wholesale  merchandising,  and  small  business  use  as  in  repair  shops? 
garages,  and  by  artisans;  3.  industrial  users,  including  faetones 
and  construction  projeets  which  make  heavy  and  steady  demands 
for  power.  A  íourth  class  known  as  municipal,  including  Street 
lighting,  water  pumping,  and  other  minor  uses,  is  of  some  impor- 
tance;  and  a  fifth  class,  including  rural  light  and  power  might  be 
added.  Since  municipal  uses  are  classified  rather  differently  in 
plants  owned  by  government  and  those  of  prívate  companies,  and 
since  rural  uses  are  still  largely  undeveloped  and,  as  -a  whole? 
hardly  on  a  paying  basis,  and  practically  never  supplied  by  gov- 
ernmentally  owned  plants,  we  shall  be  forced  to  confine  our  com- 
parisons  to  the  first  three  classes  which  account  for  over  ninety 
per  cent  of  the  total  current  used. 

Inside  these  general  classifications,  there  is,  of  course,  much 
variation  in  costs  and  rates,  especially  among  residence  users. 
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Here  is  usually  found  a  service  charge  to  cover  interest  on  trans- 
mission  and  distribution  lines  and  meters,  and  office  expense  of 
rendering  and  collecting  bilis,  with  low  charges  for  electric  cur- 
rent  actually  used  added  on ;  or  a  minimum  charge  is  made  to.  in- 
clude  these  fixed  expenditures  plus  a  small  number  of  kilowatt 
hours  of  current  with  which  it  is  expected  everyone  will  have  been 
supplied.  Above  these  minimum  charges,  rates  per  kilowatt  hour 
of  current  used  are  graduated  downward  as  increased  current  is 
taken.  Rates  to  light  commercial  and  heavy  industrial  users  are 
determined  by  amount  of  current,  time  when  it  is  taken,  and  dis- 
tance  of  shop  or  factory  from  the  electric  plant.  Therefore,  we 
shall  try  to  compare  both  average  rates  charged  for  unit  amounts 
of  service  and  total  bilis  paid  by  various  classes  of  customers. 

Average  Rate  Schedules 

.  ;•  m  t  KM.  3 

The  average  rate  per  kilowatt  hour  charged  in  1922  by  all 
municipal  plants  for  total  current  sold  in  the  United  States,  was 
4.42  cents  and  the  average  rate  for  private  plants  was  2.25  cents,6 
which  means  that  private  companies  sold  all  of  their  current  at 
about  one-half  the  average  amount  per  kilowatt  hour  charged  by 
municipal  plants.  In  1927,  these  municipal  plants  collected  8.8%  of 
revenue  for  the  whole  electric  industry  but  sold  only  4.6%  of  the 
total  current.6  In  1932  the  average  for  municipal  plants  was  3.14 
cents  per  kilowatt  hour  and  private  companies  2.74  cents  per  kilowatt 
hour,7  thus  showing  that  the  total  amount  of  electricity  furnished  by 
private  companies  is  far  lower  in  cost  to  consumers  per  kilowatt  hour 
than  that  furnished  by  governmental  operation.  This  difference 
is  occasioned  to  a  great  extent  by  the  large  sales  made  by  private 
companies  to  commercial  and  industrial  classes  of  users. 

For  residence  lighting,  the  figures  are  more  nearly  equal.  Ad- 
vocates  of  public  ownership  charge  that  private  companies  are 
enabled  to  quote  such  low  rates  to  commercial  and  industrial  users 
because  they  assess  the  residence  class  rates  which  are  too  high. 
Data  collected  by  the  Federal  Power  Commission  relative  to  resi¬ 
dence  electric  rates  in  effect  January  1,  19358  show  the  average 
cost  of  electric  service  furnished  by  municipal  plants  to  be  8.60 
cents  per  kilowatt  hour  for  the  first  twenty-five  kilowatt  hours ; 
8.03  for  the  first  forty  kilowatt  hours;  and  reduced  down  to  3.90 
cents  per  kilowatt  hour  for  a  use  of  five  hundred  kilowatt  hours 
per  month.  The  same  survey  shows  average  rates  for  the  United 
States  charged  by  private  companies  for  residence  light  and  power 
to  be  8.92  cents  per  kilowatt  hour  for  the  first  twenty-five  kilowatt 
hours ;  8  cents  for  the  first  40  kilowatt  hours ;  reducing  down  to 
2.8  cents  per  kilowatt  hour  for  500  kilowatt  hours  of  use  per 
month. 

Net  amounts  of  consumers’  monthly  bilis  show  the  same  re- 
sults.  When  40  kilowatt  hours  were  purchased  from  the  municipal 
plant  per  month  the  bilí  was  $3.21,  and  from  privately  owned  and 
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operated  plants,  $3.20.8  For  100  kilowatt  hours  purchased  from  • 
municipal  plants  per  month  the  bilí  was  $5.73,  and  from  private 
plants,  $5.47.  For  500  kilowatt  hours  from  municipal  plants  the 
monthly  bilí  rendered  was  $19.52,  and  from  private  plants,  $14.02. 
These  rates,  which  must  be  accepted,  are  the  latest  and  most  au- 
thoritative  available  and  show  a  slight  difference  in  favor  of 
municipal  ownership  among  small  users  of  only  twenty-five  kilo- 
watt  hours  per  month.  When  use  has  risen  to  40  kilowatt  hours 
per  month,  which  is  below  the  average  use  for  the  entire  country, 
the  rates  of  private  companies  have  a  slight  advantage.  From 
this  figure,  up  to  large  users  of  500  kilowatt  hours  per  month,  the 
advantage  is  definitely  and  increasingly  in  favor  of  Service  sup- 
plied  by  private  companies. 

Survey  by  Dr„  Persons 

Other  studies  have  shown  approximately  the  same  results.  For 
example,  Dr.  Warren  Persons,  former  professor  of  Economics  at 
Harvard  University,  made  a  survey  of  290  pairs  of  municipal  and 
privately  owned  plants,  paired  on  the  basis  of  size  and  location 
and  general  occupation  of  towns  and  cities,  for  each  month  of  the 
year  of  1934.9  In  the  municipally  owned  plants  he  found  the 
average  rate  per  kilowatt  hour  to  be  7  cents  for  the  first  30  kilo- 
watt  hours  and  in  the  privately  owned  plants,  to  be  7.7  cents  per 
kilowatt  hour.  Between  30  and  40  kilowatt  hours,  the  cost  was 
5.6  cents  per  kilowatt  hour  in  municipal  plants;  and  5.7  cents  per 
kilowatt  hour  in  privately  owned  plants.  For  90  kilowatt  hours 
of  use  per  month,  the  rate  per  kilowatt  hour  for  municipal  plants 
was  4.13  cents,  while  for  private  company  plants  it  was  3.87  cents. 
In  this  survey,  municipal  plants  have  slightly  lower  rates  than 
private  companies  up  to  40  kilowatt  hours  of  energy  used  per 
month.  Above  that  figure  the  larger  residence  users  were  definite¬ 
ly  favored  in  rates  by  private  companies.  We  can  assume  that 
50  per  cent  of  the  families  studied  used  40  kilowatt  hours  per 
month  or  more,  since  that  is  well  below  the  average  figure  for  do- 
mestic  consumption  in  the  United  States. 

The  range  in  rates  per  kilowatt  hour  is  far  greater  among 
municipal  plants  than  those  quoted  by  private  companies,  varying 
from  2  cents  per  kilowatt  hour  for  a  consumption  of  30  kilowatt 
hours  in  Virginia,  Minnesota,  to  17.5  cents  per  kilowatt  hour  for 
30  kilowatt  hours  per  month  in  Tombstone,  Arizona,  for  municipal 
plants.9 

By  States,  the  range  for  municipal  plants  for  a  consumption 
of  40  kilowatt  hours  per  month  was  from  5.28  cents  per  kilowatt 
hour  in  California  to  14.53  cents  in  Montana,  while  the  range  for 
private  companies  furnishing  40  kilowatt  hours  per  month  was 
from  5.83  cents  per  kilowatt  hour  in  Georgia  to  12.55  cents  per 
kilowatt  hour  in  New  México.8 

The  average  cost  per  kilowatt  hour  to  a  consumer  of  25  kilo- 
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watt  hours  per  month  for  the  whole  United  States  is  4  per  cent 
less  in  municipal  plants  than  in  private  companies.8  For  the 
below  average  consumer  of  40  kilowatt  hours  per  month,  the  aver- 
age  for  the  whole  United  States  is  .4  per  cent  higher  than  private 
companies.  For  all  amounts  of  consumption  above  40  kilowatt 
hours  per  month  for  residence  purposes,  the  average  rate  charged 
by  private  companies  is  less  than  from  municipal  plants.  Indi¬ 
vidual  instances  may,  of  course,  be  selected  and  used  to  prove 
anything  desired  regarding  rales  and  payments  for  current  used. 
Bul  general  averages  compiled  by  official  and  skilled  statisticians 
are  the  only  dependable  or  valuable  sources  when  we  are  consider- 
ing  the  proposal  to  forcé  all  cities,  towns,  and  rural  districts  to 
own  and  opérate  their  own  electric  Utilities. 

Commercial  and  Industrial  Power  Rates 

■ 

The  rates  for  commercial  and  industrial  usage  are  far  lower 
in  private  companies  than  in  municipal  plants.  It  is  claimed  that 
the  municipal  plant  favors  the  small  residence  consumer  who  has 
the  largest  amount  of  voting  power  at  the  expense  of  commercial 
and  industrial  use,  which  added  costs  must  be  paid  by  the  small 
user  of  household  electricity  in  higher  costs  for  consumption 
goods,  of  which  he  is  the  largest  purchaser  because  he  belongs  to 
the  majority  group  of  consumers. 

The  average  revenue  per  kilowatt  hour  in  1935,  according  to 
compilations  of  the  Edison  Electric  Institute,  for  current  sold  in 
the  light  commercial  class  by  private  companies  was  3.79  cents, 
and  for  current  sold  in  the  heavy  industrial  class,  the  average 
revenue  per  kilowatt  hour  was  1.27  cents.10  Statistics  for  rates 
charged  to  these  classes  of  consumers  by  municipally  owned  plants 
in  1935  are  not  available.  However,  the  amount  of  current  sold 
in  either  of  these  classes  by  municipal  plants  was  almost  negligible, 
amounting  in  1932  to  only  one-tenth  of  the  total  of  light  com¬ 
mercial  sales,  and  one-seventieth  of  the  total  for  heavy  industrial 
sales.11 

The  seemingly  low  rates  for  heavy  industrial  use  are  made 
possible  because  very  little  expenditure  is  needed  for  transmission 
or  distribution  lines,  one  line  running  from  the  generating  plant 
to  the  factory  being  generally  sufficient  with  only  one  meter  to 
read  and  one  bilí  to  render.  The  heavy  industrial  class  also  takes 
a  very  large  quantity  of  current,  approximately  60  per  cent  of  all 
current  sold  to  all  consumers,  and  takes  it  in  steady  amounts 
which  can  be  relied  upon  in  advance.12  Small  residence  users  are 
frequently  at  great  distances  from  the  generating  plant  and  require 
many  lines  and  transformer  stations  for  transmission  and  dis¬ 
tribution  of  current.  Each  consumer  also  requires  a  meter,  a 
monthly  bilí,  and  other  Services  equal  in  amount  to  the  largest 
commercial  or  industrial  user. 

Between  1932  and  1935  the  rates  to  residence  consumers  have 
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decreased  10  per  cent,  while  the  rates  to  light  commercial  users 
decreased  7^4  per  cent  in  the  same  time,  and  to  heavy  industrial 
consumers  by  16  per  cent.10  It  has  been  estimated  that  25  per 
cent  of  residential  users  do  not  consume  enough  current  to  pay 
costs  of  service  and  an  average  return  of  6^2%  per  cent  on  the 
utility  investment.  Therefore,  we  may  conclude  that  residential 
rates  are  not  exorbitantly  high,  that  they  are  much  lower  than 
they  could  be  if  such  large  amounts  of  current  were  not  sold  to 
commercial  and  industrial  users,  and  that  considering  only  the  naked 
rate  schedules  and  average  bilis  paid,  the  rates  charged  by  prívate 
electric  companies  are,  on  the  average,  lower  to  all  classes  of  con¬ 
sumers  than  those  charged  by  municipal  plants. 

Taxes  Paid  by  Electric  Utilities 

But  rates  schedules  and  net  amounts  of  consumers  monthly 
bilis  do  not  tell  the  whole  story  of  costs.  A  second  important 
item  relates  to  taxes  paid.  Municipal  plants  are  almost  wholly 
exempt  from  taxation,  the  total  amounting  in  1932  to  only  1  per 
cent  of  total  gross  operating  revenue,  as  recorded  by  the  United 
States  Census  Bureau,  while  the  total  taxes  paid  by  prívate  com¬ 
panies  have  increased  from  3.44  per  cent  of  gross  operating  revenue 
in  1902  to  11.73  per  cent  in  1932,  and  14.1  per  cent  in  1934,  with 
an  estimated  13.6  per  cent  for  1935.  If  prívate  companies  were 
exempt  from  taxation  in  the  same  degree  that  municipal  plants 
escape,  rates  and  gross  operating  revenue  of  prívate  plants  could 
be  reduced  an  additional  13  per  cent.13 

This  tax  argument  cannot  be  evaded  or  answered.  Because  of  ex- 
emption  from  taxes,  people  living  in  any  town  with  a  municipal  plant 
also  evade  their  fair  share  of  the  costs  of  county  and  State  income  and 
property  taxes  and  national  income  taxes,  thus  placing  a  heavier  bur- 
den  on  the  citizens  of  other  towns  and  farming  communities.  Certain- 
ly  this  practice  is  not  beneficial  to  the  nation  at  large. 

When  the  rates  charged  for  electric  current,  in  the  study  made 
by  Professor  Persons  for  1934,  reíerred  to  on  page  19,  are  cor- 
rected  to  show  the  amount  of  taxes  remitted  by  the  prívate  com¬ 
panies  each  year,  the  average  cost  per  kilowatt  hour  for  municipal 
plants  is  6.93  cents  for  residential  users  of  not  more  than  30  kilo- 
watts  per  month,  and  6.7  cents  for  prívate  companies  to  users  oí 
not  over  30  kilowatt  hours  per  month.14  This  is  a  difference  in 
favor  of  the  prívate  companies  for  this  lowest  amount  of  resi¬ 
dential  use  of  3.4  per  cent.  The  average  rates  per  kilowatt  hour 
to  users  of  40  kilowatt  hours  per  month  for  municipal  plants  were 
6.58  cents  and  for  the  prívate  companies,  6.27  cents,  or  a  difference 
of  5  per  cent  in  favor  of  the  prívate  companies.  The  difference 
continúes  to  grow  until  users  of  90  kilowatt  hours  per  month  find 
the  prívate  company  rates  12.3  per  cent  lower  than  those  charged 
by  municipal  plants.  Thus,  when  taxes  remitted  to  the  local,  State, 
and  national  governments  are  considered,  the  prívate  company 
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furnishes  electric  current  to  every  class  of  user  at  average  rates 
substantially  lower  than  average  rates  charged  by  municipal  plants. 

Oíher  Costs  oí  Service 

Revenue  collected  from  the  sale  of  electric  current  must  pay 
all  of  the  costs  of  production  and  whatever  profits  are  realized 
to  the  private  companies.  But  a  number  of  investigations  have 
shown  that  although  net  average  rates  for  municipal  plants  are 
higher  than  those  of  private  companies,  many  such  municipal 
plants  are  not  paying  all  the  costs  of  producing  electricity  from 
the  revenue  collected.  It  has  often  been  found  that  no  account 
is  taken  of  interest  on  bonds  which  the  city  has  sold  to  build  the 
original  plant,  or  that  nothing  is  paid  to  the  city  treasury  as  earn- 
ings  on  the  valué  of  the  plant  which  the  city  has  furnished.  Such 
interest  on  bonds  and  whatever  retirement  funds  are  desired  must 
be  paid  from  general  taxes. 

Also,  inadequate  reserves  are  generally  set  aside  for  deprecia¬ 
ron  and  obsolescence.  As  municipal  plants  in  such  towns  gradual- 
ly  deteriórate,  additional  bonds  have  been  sold  to  keep  the  plant 
in  running  order,  or  the  Service  has  been  allowed  to  deteriórate 
until  the  entire  plant  has  become  obsolete  and  is  replaced  by  funds 
raised  in  a  new  and  additional  bond  issue.  Consequently,  cities 
may  be  found  with  a  bonded  indebtedness  for  their  electric  plant 
two  or  three  times  greater  than  the  present  valué  of  the  plant. 

Municipal  Charges  Inadequate 

Investigations  have  been  made — some  by  private  companies 
seeking  to  compare  municipal  costs  with  those  of  private  opera- 
tion,  some  by  local  citizens  who  are  dissatisfied  with  taxes  or 
Service,  and  sometimes  by  the  city  governments  themselves.  In 
each  instance  a  competent  auditor  or  certified  public  accountant 
is  employed  and  it  has  been  found  in  over  three-fourths  of  the 
municipal  plants  investigated  that  the  revenues  being  received  are 
not  enough  to  cover  interest,  depreciation,  and  obsolescence  and  a 
fair  return  to  the  city  treasury  for  its  electric  plant  investment  in 
addition  to  paying  current  operating  expenses.  In  most  instances, 
the  city  would  have  been  better  off  to  invest  its  funds  in  any  high 
grade  securities  and  depend  on  a  private  company  for  its  electric 
Service.  Even  some  of  the  operating  expenses  such  as  attorneys’ 
fees,  management  of  the  plant,  and  the  use  of  city  office  space 
or  other  public  facilities  have  been  charged  to  the  general  running 
expenses  of  the  city  government. 

We  have  already  referred  to  the  losses  sustained  in  Mapleton, 
Iowa.  During  the  years  1929  to  1933  investigations  by  certified 
public  accountants  and  engineers  of  130  municipally  owned  plants, 
located  in  31  different  States,  were  initiated  by  Public  Service 
Magazine  of  Chicago.15  Only  13  of  these  plants,  or  exactly  ten 
per  cent,  were  being  operated  on  a  paying  basis  when  operating 
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expenses,  fixed  charges,  reserves  for  depreciation  and  obsolescence, 
interest  on  invested  capital,  and  loss  in  taxes  were  considered. 

For  example,  Springfield,  Illinois,  a  widely  heralded  municipal 
ownership  success,  showed  a  déficit  for  one  year's  operation  of 
$105,332.07.  Chanute,  Kansas,  another  widely  publicized  town, 
showed  a  déficit  of  $29,884.73.  Virginia,  Minnesota,  with  its  rate 
of  2  cents  per  kilowatt  hour  to  residential  users  of  30  kilowatt 
hours,  showed  a  déficit  of  $278,328.95.  Muscatine,  Iowa,  for  a 
period  of  four  and  one-half  years  of  municipal  operation,  showed 
a  déficit  of  $171,703.02. 


Company  Rates  Lower 

Several  of  these  130  towns  have  since  sold  their  municipal 
plants  to  private  companies.  A  study,  also  initiated  by  Public 
Service  Magazine,  shows  that  50  towns  in  Nebraska  abandoned 
municipal  ownership  between  the  years  1927  and  1932.16  In  every 
instance  but  one  rates  were  immediately  lowered.  The  average 
saving  for  50  kilowatt  hours  of  electricity  per  month  was  34.5%. 
A  survey  of  27  towns  in  Iowa  which  have  abandoned  municipal 
ownership  showed  an  average  saving  in  cost  for  50  kilowatt  hours 
of  electricity  per  month  of  25.3%  in  favor  of  private  ownership 
and  operation.  In  1930,  Mr.  Howell  Wright,  who  was  director  of 
Public  Utilities  of  the  City  of  Cleveland,  Ohio,  from  1924  to  1930, 
reported  for  the  period  of  15  years,  ending  December  31,  1929 
that,  “When  allowances  have  been  made  for  taxes,  and  interest 
on  the  investment  as  required  by  the  city  charter,  and  bond  re- 
demption  as  necessitated  by  the  obsolescent  condition  of  the  prop- 
erty,  a  deficiency  is  shown  for  the  15  years*  operation  of  the  busi- 
ness  amounting  to  $4,175,362.17 

In  addition,  the  salaries  and  wages  paid  by  private  companies 
in  1922,  according  to  the  United  States  Bureau  of  Census,  for  all 
employes  averaged  $121  per  year  greater  than  those  paid  by  municipal 
plants,  although  because  of  greater  efficiency,  fewer  employes  are  hired 
in  proportion  to  total  energy  sold.  The  Census  survey  for  1932 
showed  that  this  difference  had  increased  to  $248  per  year.18 

Lacrease  in  Public  Debí 

One  other  item  in  the  ultímate  cost  to  municipalities  for  en- 
forced  ownership  of  all  electric  Utilities  is  the  added  public  debt. 
The  total  valué  of  all  privately  owned  Utilities  as  determined  by 
city  councils,  State  regulatory  commissions,  and  the  courts,  is 
placed  somewhere  between  $11,000,000,000  and  $13,000,000,000. 
The  present  debt  of  national,  state,  and  local  governments  is  about 
$50,000,000,000,  of  which  local  municipalities  have  about  $15,000,- 
000,000.  A  large  number  of  towns  and  cities  are  already  over  the 
limits  set  in  their  state  constitutions  for  borrowing  funds.  These 
limitations  could,  of  course,  be  removed,  but  they  were  put  there 
for  a  purpose  because  the  citizens  of  these  States  believe  a  margin 
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of  safety,  both  to  bondholders  and  property  taxpayers,  should  be 
established. 

The  United  States  Constitution  does  not  allow  the  confiscation 
of  private  property  without  due  compensation,  and  expenses  of 
ownership  and  operation  have  already  shown  it  to  be  more  costly 
for  municipalities  to  build  their  own  plants  than  to  pay  a  fair  price 
for  those  prívate  plants  already  in  existence.  Also,  the  cost  of 
confiscation,  or  duplication  of  present  electric  plants,  to  stock  and 
bondholders  of  private  company  securities  would  be  too  heavy  and 
unfair  to  be  borne.  When  an  increased  indebtedness  of  $12,000,- 
000,000  for  taking  over  the  private  company  electric  plants  of  the 
nation  is  added  to  municipal  or  total  indebtedness,  the  figure  is 
raised  to  very  dangerous  proportions. 

The  Affirmative  would  not  be  warranted  in  placing  such  an  ad- 
ditional  load  of  public  debt  on  our  municipalities,  unless  they  could 
show  from  past  experience  with  municipal  ownership  and  operation 
great  average  savings  which  would  surely  accrue  to  all  sections 
of  the  country.  This  they  are  unable  to  do.  The  statistics  col- 
lected  hy  the  United  States  Burean  of  Census  and  the  Federal 
Trade  Commission  and  other  reliable  investigators,  show  the  exact 
opposite.  The  only  possible  stand  for  the  Affirmative  is  to  argüe 
that  some  new  methods  of  government  ownership  and  operation, 
resulting  from  a  combination  of  national  or  state  generation  of 
power  and  local  distribution,  or  some  new  regional  authority  which 
might  be  set  up  for  producing  and  distributing  electric  current, 
could  produce  worthwhile  economies  and  benefits,  which  municipal 
ownership  has  so  far  failed  to  show.  In  such  cases  the  Affirmative 
must  assume  a  two-fold  burden  to  show  reasons  why  municipal 
ownership  has  made  such  a  poor  showing  to  date,  and  definite 
proofs  that  the  new  proposals  would  remedy  all  of  these  diffi- 
culties. 

Government  Operation  Inferior 

Our  experience  with  other  forms  of  government  operation  in 
other  fields  seems  to  stamp  such  a  task  as  hopeless.  The  conclu¬ 
sión  seems  to  be  that  investment  bankers  and  rich  investors  seek- 
ing  tax  exempt  securities  for  their  portfolios,  or  politicians  seeking 
local  notoriety,  have  persuaded  municipalities  to  engage  in  the 
purchase  and  operation  of  electric  Utilities  with  great  average  loss 
when  compared  to  costs  of  obtaining  electric  Service  from  private 
companies.  These  added  costs  must  finally  be  borne  by  the  citi- 
zens  of  the  community  in  higher  rates,  or  added  bond  indebtedness, 
or  higher  interest  on  city  borrowings,  or  loss  of  taxes,  or  poorer 
Service. 

The  only  reason  for  the  existence  of  electric  Utilities  is  to  sup- 
ply  the  people  with  light  and  power  useful  for  producing  other 
commodities  or  in  raising  the  standard  of  living.  The  main  pur- 
pose  of  government  entering  any  commercial  field  of  activity  is 
to  furnish  the  people  with  those  goods  and  Services  which  they 
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cannot  as  economically  produce  for  themselves.  Therefore,  since 
prívate  companies  are  well  organized,  and  are  giving  the  highest 
type  of  electric  service  at  lower  average  cost  than  governmental 
operation  has  provided,  it  certainly  does  not  seem  the  part  of  wis- 
dom  to  forcé  the  socialization  of  this  important  industry  on  every 
community  in  the  United  States,  no  matter  what  its  past  ex- 
periences  with  governmental  and  prívate  ownership  and  operation 
of  Utilities  has  been. 

SECOND  MAIN  ARGUMENT 

In  addition  to  the  element  of  total  ultímate  costs,  the  public  is 
also  interested  in  the  highest  possible  type  of  service  and  the 
greatest  progress  in  discovering  and  adopting  new  improvements. 
Therefore,  the  Negative’s  second  main  contention  is  that  govern¬ 
mental  ownership  and  operation  of  electric  Utilities  does  not 
promise  greater  growth  in  experience  or  efficiency  of  operation  for 
the  future  when  compared  to  the  experience  and  efficiency  shown 
by  private  management. 

The  management  of  an  electric  utility  with  its  necessity  for 
long  time  financing,  its  decisions  as  to  type  of  plant  best  suited  to 
each  community,  its  production  and  distribution  of  current,  its  de- 
velopment  of  rates  schedules,  its  provisions  for  extending  service 
to  ever  wider  areas,  and  its  ability  to  provide  for  depreciation  and 
obsolescence  so  as  to  guarantee  an  increasingly  improved  type  of 
service  is  not  a  clerical  undertaking.  It  requires  skill  in  engineer- 
ing,  experience  in  financing,  the  most  careful  accounting,  sales- 
manship  of  a  high  order,  a  careful  estímate  of  future  possibilities, 
and  a  great  amount  of  risk-taking.  These  activities  cannot  be 
accomplished  by  mere  hired  hands  or  politically  chosen  managers 
and  boards  of  directors. 

Electric  Business  Competitive 

The  electric  light  and  power  industry  is  not  a  cióse  monopoly, 
as  it  is  generally  pictured  at  the  present  time,  except  possibly  for 
residence  lighting.  At  least  three-fourths  of  all  electric  current 
sold  is  distributed  on  a  sharply  competitive  basis.  All  current 
sold  to  the  heavy  industrial  class  must  compete  with  steam  or  oil 
engines  in  furnishing  power;  current  sold  for  light  commercial 
use  must  also  compete  with  smaller  steam  plants.  In  fact,  the 
use  of  electricity  at  low  rates  has  made  possible  most  of  our  light 
commercial  businesses,  such  as  repair  shops,  small  processing 
plants,  etc.  If  rates  are  not  kept  low,  most  of  this  business  would 
be  returned  to  the  larger  factories  concentrated  in  more  favorable 
power  locations. 

Even  in  residence  districts  electricity  is  in  direct  competition 
with  gas  or  coal  or  oil  heating  devices  for  hot  water  heaters,  elec¬ 
tric  stoves,  electric  irons,  washing  machines,  with  ice  for  refrigera- 
tion,  and  with  hand  methods  of  sweeping  and  cleaning.  Conse- 
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quently,  rates  for  extra  current  above  the  requirements  for  house¬ 
hold  lighting  must  be  kept  low  and  the  current  sold  for  these 
additional  household  uses  cannot  be  made  to  bear  much  of  the 
fixed  costs  of  distribution  lines,  meters,  and  other  expenses  neces- 
sary  to  lighting  the  home. 

Prívate  Initiative  Required 

Private  companies  long  ago  discovered  that  unit  costs  of  fur- 
nishing  additional  electricity  go  down  very  sharply  with  an  in- 
creasing  amount  of  electricity  used  over  the  minimum  required  to 
pay  fixed  costs  of  delivery.  These  fixed  delivery  costs,  including  in- 
terest  on  investment,  meter  rental,  billing,  obsolescence,  and  other  ex¬ 
penses,  often  amount  to  90  per  cent  of  the  total  cost  of  furnishing  a 
given  quantity  of  electric  current  to  domestic  consumers. 

Between  1931  and  1935  sale  of  electric  current  for  household  use 
increased  16  per  cent,  but  rates  decreased  14.1  per  cent,  so  that  the 
total  increase  in  revenue  was  only  $24,000,000,  or  3.6  per  cent.18  After 
the  federal  excise  tax  of  3  per  cent,  amounting  to  $18,750,000  was 
taken  away,  the  net  increase  in  revenue  was  only  $5,321,000  for  2,241,- 
000,000  additional  kilo  watt  hours  of  energy  sold.  This  amount  would 
hardly  pay  for  the  cost  of  fuel,  wear  and  tear  on  machinery,  and 
extensión  of  Service  to  new  customers.  Whatever  profits  were  realized 
carne  from  new  economies  and  efficiency  in  management. 

Our  electric  industry  is  relatively  new  and  still  expanding 
rapidly,  both  in  Service  to  customers  and  in  changing  methods  of 
operation.  It  is  thus  very  unlike  such  projects  as  carrying  mail 
or  express  packages  or  supplying  a  city  with  puré  water.  These 
activities  are  well  matured  and  require  little  or  no  risk-taking 
in  their  added  development.  All  economists  agree  that  it  is  in 
such  activities,  largely  clerical  in  nature,  where  government  opera¬ 
tion  may  be  expected  to  have  the  best  chance  to  succeed;  but  in 
new,  rapidly  developing,  highly  competitive  industries  requiring 
great  technical  skill,  government  ownership  and  operation  is  most 
liable  to  fail.  The  electric  industry  at  the  present  time  exhibits 
not  one  single  characteristic  which  authorities  prescribe  for  suc- 
cessful  governmental  operation  or  future  development. 

Government  Ownership  Inefíicient 

The  postal  and  parcel  post  business,  the  ownership  of  municipal 
water  plants,  the  building  of  highways,  and  improvement  of  water 
ways  are  the  business  activities  which  have  been  taken  over  most 
completely  for  operation  by  governments.  Certainly  governmental 
management  in  these  fields  has  not  yet  proven  itself  a  conspicuous 
suecess.  Streets  and  highways  are  poorly  planned  and  have  faulty 
construction.  Water  rates  are  high  and  water  plants  are  infested 
with  political  appointees.  Postal  rates  are  high  and  there  is  also 
a  large  déficit  in  receipts,  although  postage  on  lst  class  mail  was  in¬ 
creased  50%  in  1933,  and  all  post  offices  and  much  postal  equipment 
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and  some  salaries  of  postal  employes  are  paid  for  directly  out  of  the 
United  States  Treasury;  so  that  postal  receipts  not  only  pay  no  in- 
terest  on  the  government’s  fixed  investment  of  capital,  ñor  allow  for 
depreciation  on  equipment,  but  do  not  even  pay  the  current  running 
expenses  of  the  business.  Surely,  federal  operation  of  the  railways 
throughout  the  United  States  from  1918  to  1921  was  not  a  model 
of  efficiency,  low  rates,  or  progress  in  developing  the  Service. 

Ñor  has  the  experience  of  foreign  governments  in  owning  and 
operating  public  Utilities  been  successful  when  compared  to  private 
ownership  in  the  United  States.  General  Pershing  has  testified 
that  during  the  war  “The  telephone  lines  throughout  France  were 
so  inefficient  and  unreliable,  as  government-owned  Utilities  usually 
are,  that  to  provide  unfailing  connections  it  was  necessary  for  us 
to  put  in  much  new  construction  along  our  channels  of  supply, 
from  base  ports  to  headquarters.”20  Train  schedules  and  other 
types  of  public  Service  are  definitely  unsatisfactory  in  eastern  and 
central  Europe.  Radio  control  and  operation  abroad  is  greatly  in¬ 
ferior  both  in  mechanical  advancement  and  variety  of  programs 
to  prívate  development  in  the  United  States.  If  governments  have 
not  shown  average  efficiency  in  managing  those  activities  which 
all  economists  agree  are  more  nearly  suited  to  government  control, 
it  seems  the  height  of  folly  to  plunge  our  various  governments 
forcibly  into  acquisition  and  financing  and  active  management  of 
the  entire  electric  industry,  which  has  none  of  the  prerequisites 
which  economists  have  agreed  are  necessary  for  the  success  of 
governmental  undertakings. 

The  efficiency  of  capital  and  labor  used  per  kilowatt  hour  of 
energy  sold  is  far  less  in  municipally  owned  plants  than  with  pri¬ 
vate  companies.  Although  municipal  plants  furnish  only  4.6  per 
cent  of  the  total  current  sold,  they  use  about  7  per  cent  of  the 
total  equipment  in  the  electric  industry,  have  about  9%  of  the 
expenses,  and  about  10  per  cent  of  the  total  employes.21  These 
figures  bear  out  the  contention  of  private  companies  that  it  takes 
about  two  dollars  and  two  men  under  municipal  management  to 
do  the  work  of  one  dollar  of  capital  and  one  laborer  under  private 
operation. 

Efficiency  of  Private  Management  Increasing 

The  private  companies  engaged  in  the  production  and  distribu- 
tion  of  electricity  for  30  or  40  years  have  a  record  of  continually 
improved  Services  and  continually  decreasing  rates.  Whereas  in 
1902  it  took  6.7  pounds  of  coal  to  generate  one  kilowatt  hour  of 
current,  in  1932,  only  1.5  pounds  were  required  according  to  the 
United  States  Geological  Survey  and  Bureau  of  Mines.  The  ef¬ 
ficiency  of  equipment  has  increased  until  now  the  load  delivered 
to  consumers  is  steady  and  dependable,  while  the  amount  of  light 
from  a  40  watt  electric  lamp  is  over  six  times  greater  than  from 
the  same  size  of  lamp  30  years  ago.  The  costs  of  current  for 
household  use  since  1900  have  decreased  70  per  cent.  Average 
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rates  from  1913  to  1935  for  household  use  of  electricity  have  de- 
creased  42  per  cent,  while  the  cost  of  living  has  increased  41  per 
cent  for  the  same  period,  showing  a  decided  rise  in  the  cost  of 
most  manufactured  goods.22  Decrease  in  power  rates  to  light  com- 
mercial  and  heavy  industrial  users  have  been  nearly  as  great.  This 
decrease  went  steadily  on  during  the  depression  years  of  1930-34, 
although  prices  of  equipment  and  materials  were  advancing  and 
consumption  of  electricity  fell  off.  This  is  a  record  of  public  Serv¬ 
ice  unparalleled  by  any  other  industry. 

Other  economies  such  as  high  voltage  transmission  lines  pro- 
viding  for  connected  Service  between  towns,  auxiliary  engines  for 
taking  care  of  peak  loads  without  unnecessary  duplication  of  facili- 
ties,  concentration  of  management,  purchasing  of  material  in  large 
quantities,  hiring  and  continually  using  the  best  engineering  talent 
over  wide  areas,  have  been  successfully  adopted  by  private  owner- 
ship  and  management.  The  valué  of  interconnecting  power  lines  was 
well  illustrated  in  the  late  drought  years  when  many  hydro  develop- 
ments  were  serióusly  handicapped  by  failing  streams.  Most  of  these 
economies  are  not  available  to  either  small  or  large  municipal  plants, 
on  which  most  of  the  citizens  must  depend  for  electric  light  and  power 
under  the  complete  socialization  which  the  Affirmative  side  advocates. 

New  Exiensions  Developed 

Private  companies  have  also  extended  Service  into  new  com- 
munities  before  the  amount  of  current  consumed  paid  a  profit  on 
the  capital  invested.  Only  through  satisfactory  service  and  addi- 
tional  usage  of  current,  made  possible  by  lower  rates  for  greater 
amounts  consumed  over  the  mínimum  charges,  have  these  new 
residential  districts  or  growing  industries  been  finally  transformed 
into  profitable  customers.  Private  companies  have  thus  developed 
and  absorbed  most  of  the  growth  in  new  business  in  Cleveland, 
Seattle,  Los  Angeles,  and  other  cities  where  both  private  and 
municipal  plants  are  maintained. 

Extensions  of  electric  lines  into  rural  communities  have  also 
been  made  at  a  net  loss  on  capital  invested  until  increased  satura- 
tion  of  customers  per  mile  and  increased  farm  uses  of  electricity 
could  be  developed.  There  is  no  record  of  municipally  owned  and 
operated  plants  having  done  this  necessary  pioneering,  either  in 
new  residential  communities  or  new  industries  or  in  rural  areas, 
and  we  have  no  reason  to  believe  that  such  pioneering  or  promo- 
tion  of  progress  would  be  any  more  apparent  in  the  future  under 
government  operation.  The  political  control  of  municipal  plants 
by  the  users  of  its  current  tends  to  prevent  temporary  losses  in 
promotional  rates,  which  must  always  be  extended  in  the  beginning 
to  new  industries  and  disconnected  or  rural  communities. 

Politics  Domínate  Govemmenta!  Management 

The  basic  cause  of  governmental  inefficiency  has  been  political 
domination  and  favoritism.  Rates  schedules  are  not  constructed 
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on  a  cost  of  Service  basis,  but  on  a  basis  of  political  expediency 
which  seems  to  favor  the  largest  per  cent  of  voters;  although  the 
losses  occasioned  by  low  rates  to  small  residential  consumers  at 
high  cost,  and  failure  to  promote  the  light  commercial  and  heavy 
industrial  uses  of  large  quantities  of  current  at  Wholesale  rates, 
eventually  are  paid  for  in  loss  of  taxes,  new  bond  issues,  and  high 
costs  of  municipal  salaries  and  Services. 

Too  many  political  debts  are  paid  by  hiring  inexperienced 
favorites  for  electric  utility  jobs.  Too  many  promises  of  low  rates 
to  the  high  cost  residential  consumers  must  be  made  to  catch  votes 
in  order  for  the  politician  to  remain  in  power.  Too  many  of  the 
long  time  costs  of  equipment  and  losses  of  depreciation  are  buried 
in  higher  general  taxes  or  additional  bond  issues.  Entire  changes 
are  made  in  the  personnel  of  the  city  council  and  managers  of  the 
municipally  owned  electric  Utilities  every  few  years.  Experience 
in  management  and  accounting  cannot  be  accumulated,  and  long 
time  policies  of  financing  and  development,  and  methods  of  opera- 
tion  cannot  be  installed  or  followed. 

These  difficulties  are  inherent  in  political  management  and  can¬ 
not  be  avoided.  They  constitute  a  possible  advantage  in  the  con- 
duct  of  routine  governmental  affairs,  but  are  a  decided  disadvan- 
tage  when  government  seeks  to  opérate  a  vital  and  broad  business 
activity.  Imagine  the  inefficiency  and  corruption  and  betrayal 
of  public  trust,  together  with  the  confusión  and  injustice  of  rate 
schedules  and  managerial  policies,  which  would  result  if  the  entire 
electric  Utilities  were  handed  over  without  recourse  to  machine 
politicians  in  such  cities  as  Chicago,  New  York,  or  Philadelphia ; 
and  it  is  in  our  cities  where  the  Spoils  System  is  so  thoroughly 
entrenched  and  has  defied  every  effort  of  citizens  for  its  alleviation 
during  the  last  century. 

We  must  remember  that  the  only  way  to  establish  special  dis- 
trict  or  regional  areas  for  the  management  of  electric  Utilities,  if 
such  procedure  is  deemed  wise,  is  for  these  often  corrupt  and  ineffi- 
cient  city  governments  to  relinquish  voluntarily  their  right  to  own  and 
manage.  With  such  great  amounts  of  capital  to  be  invested,  such 
large  sums  for  payment  of  current  to  be  collected,  and  such  large 
numbers  of  employes  to  be  retained,  it  is  not  in  the  realm  of 
human  imagination  to  believe  that  political  manipulation  and  dis- 
crimination  and  the  Spoils  System  would  not  be  strengthened  and 
extended  by  Wholesale  socialization  of  the  electric  industry,  rather 
than  alleviated.  Political  inefficiency  and  discriminations  existing 
in  smaller  communities  are  scarcely  less  flagrant. 

We  need  continued  private  ownership  and  operation,  aided  by  the 
general  supervisión  of  regulatory  commissions  to  keep  rates  at  the 
lowest  possible  level,  to  insure  adequate  efficiency  of  Service,  and 
to  provide  the  greatest  future  progress.  It  seems  reasonable  to 
conclude  that  those  pioneers  who  have  developed  the  electric  in¬ 
dustry,  who  have  given  an  increasingly  high  level  of  dependable 
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Service,  who  have  regularly  decreased  rates  as  new  uses  have  de- 
veloped,  who  have  invested  their  total  funds  and  future  business 
success  in  the  advancement  of  the  industry,  and  who  have  gained 
that  invaluable  experience  which  comes  with  successful  growth 
and  management,  should  be  the  agents  on  whom  we  may  rely 
for  continued  satisfaction  and  progress. 

Small  Investors  Hold  Utility  Securities 

It  is  also  worthwhile  to  note  that  bonds  and  stocks  of  prívate 
electric  corporations  are  widely  held  by  the  small  investor.23  This 
has  been  encouraged  through  a  policy  of  customer  financing  and 
sharing  of  earnings  in  use  for  many  years  by  our  privately  owned 
electric  Utilities.  This  is  a  more  real  and  beneficial  public  owner- 
ship  than  municipal  projects  can  show.  The  vast  majority  of  bonds 
floated  to  establish  municipal  ownership  of  public  Utilities  are  held 
by  bankers  and  rich  investors.  Thus  they  avoid  taxation,  and 
reduce  investment  risk  by  having  all  prívate  property  in  the  city 
or  district  pledged  for  the  payment  of  bond  principal,  and  making 
the  city  responsible  for  the  regular  collection  and  payment  of  both 
principal  and  interest.  It  is  estimated  that  upward  of  $45,000,- 
000,000  of  tax  exempt  securities  are  held  by  investors  in  the  higher 
income  brackets,  with  a  very  large  avoidance  of  surtaxes  on  their 
entire  incomes.24  These  few  investment  bankers  and  ultra  rich  in¬ 
vestors,  who  with  companies  having  electric  machinery  for  sale, 
are  the  real  instigators  and  promoters  of  municipal  ownership 
projects,  generally  demand  a  heavy  property  guarantee  for  the  munic¬ 
ipal  securities  which  they  buy.  That  is,  the  total  taxable  wealth  of 
a  city  must  be  several  times  greater  than  the  bonded  indebtedness 
maintained,  unless  rates  of  interest  be  exorbitantly  high. 

All  Prívate  Property  Guarantees  Municipal  Bonds 

And  these  financiers  have  not  been  willing  to  invest  in  bonds 
secured  only  by  the  earnings  and  successful  management  of  the 
municipal  electric  plant  to  be  built  with  the  proceeds  of  the  sale 
of  such  bonds.  Their  dependence  for  safety  is  entirely  on  the  valué 
of  prívate  property,  maintained  in  each  city  by  prívate  initiative 
and  success  in  business  management.  They  place  no  rebanee  in, 
ñor  take  any  risk  based  on,  the  success  of  municipal  ownership 
or  operation. 

In  many  cities  heavy  municipal  utility  commitments  and  fail- 
ures  due  to  past  policies  of  poor  management  and  accounting, 
have  pushed  the  municipal  bond  rate  up  to  5  or  5y  per  cent.  In 
Chanute,  Kansas,  various  bond  issues  outstanding  in  1929  bore 
interest  at  AT/2  per  cent  to  SJ/2  per  cent.26  Total  bonded  indebted¬ 
ness  was  $544,371.97.  Cleveland  had  in  1935,  15  issues  of  “Electric 
Light”  bonds  outstanding  with  4 y2  to  5 y2  per  cent  interest  rates. 
Springfield,  Illinois,  is  bonded  for  “Light  and  Power”  for  $75,000 
at  5  per  cent;  while  the  New  York  Times  of  August  18,  1936,  de- 
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scribes  an  issue  of  first  mortgage  30  year  bonds  of  $7,000,000  issued 
by  the  Central  Vermont  Service  Corporation  after  registration  with 
the  United  States  Securities  and  Exchange  Commission,  being  sold 
at  4  per  cent  interest.  This  issue  also  has  the  approval  of  the 
State  utility  commissions  of  Vermont  and  New  Hampshire.  Many 
others  with  appropriately  low  rates  can  be  cited. 

Government  Inefficiency  Tends  to  Increase 

Inefficiency  and  poor  management  in  private  electric  companies 
tends  to  rectify  itself.  If  long  continued,  potential  competition 
will  invade  the  private  field,  sales  of  electricity  for  commercial 
and  industrial  purposes  will  no  longer  increase,  or  bankruptcy  will 
be  forced  upon  the  company.  In  contrast,  government  inefficiency 
and  waste  tends  to  perpetúate  itself,  because  of  the  Spoils  System 
and  favoritism  to  large  sections  of  the  electorate.  Incompetent 
managers  remain  in  office,  government  projects  may  secure  virtual 
subsidies  from  other  governmental  departments  in  salaries  and 
materials  and  from  tax  exemption,  and  most  of  the  fixed  costs  of 
doing  business  may  be  buried  in  long  time  bond  issues  or  increased 
annual  taxes. 

Even  where  municipal  operation  has  attained  some  measure  of 
success,  there  is  no  guarantee  of  continued  efficiency.  The  menace 
of  political  control,  as  the  utility  becomes  larger  and  more  es- 
sential  to  citizens  and  industry,  develops  greater  temptations  for 
political  spoils  and  betrayal.  The  fruits  of  private  efficiency  are 
preserved  to  the  people  and  constantly  increased  through  regula- 
tion  and  the  nature  of  the  electric  industry  where  increased  uses 
have  always  brought  about  lower  rates.  It  is  the  role  of  govern¬ 
ment,  not  to  manage,  but  “to  provide  the  circumstances  under 
which  private  initiative  can  opérate  most  successfully” — Carroll  H. 
Wooddy.27 

We  must  therefore  conclude,  as  a  result  of  our  discussion  of 
this  second  main  point,  that  ownership  and  operation  of  electric 
Utilities  by  private  companies  with  their  greater  economies  and 
better  regulation,  under  which  all  electric  utility  progress  has  de- 
veloped  to  date,  are  more  hable  to  give  us  increased  efficiency  and 
continued  progress  in  future  years,  without  political  interference 
or  biased  discriminations. 

THIRD  MAIN  ARGUMENT 

The  Negative’s  third  main  point  in  the  discussion  of  govern¬ 
mental  ownership  and  operation  of  electric  Utilities  is  that  the  in- 
terests  of  the  public  are  better  served  through  constructive  regula¬ 
tion  than  through  any  form  of  governmental  ownership  and  opera¬ 
tion. 

The  proper  sphere  of  governmental  action,  in  regard  to  those 
industries  which  can  be  successfully  developed  under  private  in¬ 
itiative,  is  not  to  become  an  active  competitor  or  a  monopolist  in 
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the  fields  of  production  and  distribution,  with  all  of  their  require- 
ments  for  large  investment  of  capital,  the  taking  of  risks,  deter- 
mination  of  long  tertn  policies,  experimentation,  development  of 
markets,  and  other  forms  of  initiative  necessary  to  developing  a 
great  industry  on  a  paying  basis.  It  is  rather  the  province  of  gov- 
ernment  in  a  democracy,  where  individual  initiative  has  been  found 
most  valuable  and  is  sought  to  be  preserved,  to  gather  facts  re- 
garding  capitalization,  rates,  fairness  of  competition,  and  other 
data  affecting  the  progress  of  any  industry  and  prices  charged  to 
the  public.  This  should  be  done  in  an  unbiased  manner  by  a  com- 
petent  board  and  the  results  reported  regularly  to  the  legislature 
elected  by  the  people. 

State  Commissions  Establisiied 

Whatever  degree  of  control  is  found  to  be  desirable  by  the 
people’s  representatives  should  also  be  lodged  in  this  commission 
or  board,  thus  giving  it  both  fact-finding  and  quasi-judicial  powers 
to  protect  consumers  against  harmful  business  policies.  This  has 
been  done  in  most  states  by  creating  public  service  commissions 
for  gathering  pertinent  facts  and  giving  approval  to  the  business 
activities  of  electric,  gas,  and  other  Utilities.  The  powers  of  such 
commissions  in  the  various  states  differ  widely,  such  states  as 
California,  Indiana,  Wisconsin,  New  York  and  Massachusetts  hav- 
ing  entire  control  of  methods  of  business,  gathering  factual  data, 
and  determining  rates  and  quality  of  Service.  About  30  states  are 
listed  as  having  fairly  satisfactory  regulation  ;28  while  others,  as  in 
North  Carolina,  Louisiana  and  Nebraska,  have  little  power  except 
to  gather  factual  data  and  report  to  the  legislature  their  opinions 
regarding  rates  and  service.  The  states  of  lowa,  Texas,  Minnesota 
and  four  others  have  no  public  service  commissions  with  power  to 
investigate  or  regúlate  electric  Utilities,  but  rely  on  local  Controls.29 

Appeals  may  be  taken  from  the  decisions  of  state  regulatory 
commissions  to  either  state  or  national  courts.  These  appeals 
have  been  relatively  few,  being  listed  by  the  electric  light  and 
power  industry  in  a  publication  of  the  National  Electric  Light 
Association  as  only  1,497  from  a  total  number  of  142,704  decisions 
made  by  regulatory  bodies  in  22  states?30  Only  106  of  these  ap¬ 
peals  were  taken  to  Federal  Courts.  During  eight  years,  from 
1921  to  1928,  the  Public  Service  Commission  of  New  York  made 
11,440  decisions;  only  34  decisions  were  subjects  of  court  pro- 
ceedings ;  and  in  only  ten  were  the  Commission’s  decisions  re- 
versed.  Thus,  the  Courts,  in  protecting  the  utility  companies  from 
property  confiscation,  have  not  interfered  with  proper  regulation 
in  the  public’s  interest  by  the  State  Commissions. 

Regulation  Preserves  Eíñciency 

The  aim  of  Public  Service  Regulation  is  to  preserve  all  of  the 
efficiencies  of  private  experience  and  initiative,  and  to  see  that 
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such  economies,  resulting  from  prívate  management,  are  pro- 
rated  back  to  the  consumers  of  electric  current.  The  main  con- 
cerns  of  regulation  are:  first,  adequate  ^id  dependable  Service; 
second,  the  lowest  possible  rates  in  conformity  with  total  costs  of 
production  and  distribution ;  and  third,  future  progress  in  the  use 
of  machinery,  methods  of  operation  and  extensión  of  lines,  on 
which  future  improved  Service  and  reduced  rates  depend.  It  makes 
no  difference  whether  ownership  and  operation  is  accomplished 
through  governmental  authority  or  by  prívate  companies ;  public 
regulation  is  essential  to  the  protection  of  the  people’s  interest.  At 
present,  the  public  is  required  to  pay  for  municipal  inefficiency  or 
graft  through  higher  rates,  or  poorer  Service,  or  loss  in  taxes,  or 
payment  of  construction  and  renewal  bonds  and  interest  out  of 
the  public  treasury. 

Under  prívate  ownership  electric  Utilities  are  semi-monopolies. 
As  noted  above,  residence  lighting  has  come  to  be  a  natural 
monopoly  for  electric  companies.  Other  household  uses,  as  also 
light  commercial  and  heavy  industrial  usage,  are  semi-monopolistic 
after  appliances  and  machinery  have  been  installed  for  the  use 
of  electric  current.  Under  the  Affirmative’s  proposal,  governmental 
ownership  and  operation  would  constitute  an  absolute  monopoly 
on  the  próduction  and  distribution  of  all  electric  power.  There- 
fore,  the  public  must  be  protected  in  the  matter  of  Service,  rates, 
future  progress,  and  the  sale  of  securities.  In  addition,  under  a 
monopoly  of  municipal  operation,  strong  regulation  is  needed  to 
save  the  taxpayers,  to  curb  the  Spoils  System,  and  prevent  dis- 
criminations  between  prívate  and  industrial  users. 

Local  Govemments  Unable  to  Regúlate 

This  regulation,  in  order  to  be  efFective,  must  be  accomplished 
through  a  higher  political  unit,  having  authority  over  both  the 
local  government  which  exercises  the  electric  monopoly  or  grants 
franchises  to  prívate  companies,  and  the  prívate  company  itself 
which  often  supplies  many.  vcommunities  with  electric  light  and 
power.  Local  governments  can  never  be  trusted  to  report  accurate- 
ly  and  regularly  on  their  own  shortcomings. 

Glaring  discrepancies  have  too  often  been  shown  to  exist  in  the 
accounting  procedures  of  municipally  owned  public  Utilities.  Such 
investigations,  hearings,  and  regular  reports  by  and  to  State  regu- 
latory  commissions  from  both  prívate  and  municipally  owned  Utili¬ 
ties  does  not  cióse  the  door  to  municipal  operation  if  such  de- 
velopment  of  their  electric  utility  is  desired  by  any  community; 
but  it  does  put  all  electric  Utilities  on  the  same  basis,  which  is 
necessary  to  keep  the  citizens  accurately  informed  of  the  effi- 
ciency  and  total  cost  of  electric  Service  being  provided.  It  also 
furnishes  the  best  basis  for  comparing  quality  of  Service,  and  rea- 
sonableness  of  rates,  and  discarding  of  obsolescence  between 
various  similarly  situated  communities,  whether  served  by  the  gov- 
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ernmental  monopoly  advocated  by  the  Affirmative,  or  by  prívate 
companies. 

Utility  Eamings  Not  Guaranteed 

In  approving  policies  which  give  adequate  Service,  and  schedules 
limiting  the  utility  companies  to  a  fair  profit  on  a  reasonable  valua- 
tion  of  property  “used  and  useful”  in  serving  the  public,  the  State 
Regulatory  Commissions  do  not  guarantee  fair  earnings.  Rate 
schedules  simply  allow  companies  to  earn  a  fair  return  if  adequate 
Service  is  given  and  the  most  efficient  management  and  the  great- 
est  economies  are  practiced.  The  utility  company  is  assured  only 
of  a  fair  chance  for  profit.  All  extra  earnings  (now  generally  held  to 
be  above  6y2  to  7  per  cent  on  the  fair  valuation  of  property  prescribed 
by  State  Commissions)  must  be  returned  to  the  consumers  in  re¬ 
bates  or  lower  rate  schedules. 

Monopolistic  Rates  Prevented 

In  this  respect,  uniform  accounting  has  been  an  aid  both  to  the 
utility  corporations  in  enabling  them  to  accurately  ascertain  total 
long-time  ultímate  costs  of  rendering  Service,  and  in  comparing 
their  managerial  efficiency  with  that  of  other  companies  or  mu¬ 
nicipal  plants,  and  to  the  public  in  protection  against  unsound  se- 
curity  selling  and  over-valuation  of  utility  property  and  unfair 
monopolistic  rates.  Thus,  there  is  no  need  to  charge  all  the  traffic 
will  bear  in  order  to  store  up  reserves  from  high  rates  in  years  of 
greatest  prosperity,  which  may  save  prívate  companies  from  bank- 
ruptcy,  unjust  competition,  or  political  domination  when  business 
depressions  occur;  and  the  public  is  assured  of  adequate  Service 
at  all  times,  and  proper  consideration  of  both  domestic  and  in¬ 
dustrial  users  independent  of  the  fluctuations  in  the  business  cycle. 

The  best  Service  at  the  least  cost  is  prevented  when  there  is 
active  competition  in  supplying  electricity  to  any  community,  al- 
though  potential  competition,  either  between  forms  of  ownership 
or  other  means  of  producing  energy,  is  always  healthful.  The 
great  strides  made  in  the  use  of  electricity  both  for  lighting  and 
industrial  pow-er  show  that  there  is  no  wide  complaint  regarding 
the  adequacy  and  dependability  of  Service  being  rendered  by  prí¬ 
vate  companies.  We  have  also  shown  that,  although  the  cost  of 
nearly  every  item  which  enters  into  the  construction  and  opera- 
tion  of  electric  Utilities  has  greatly  increased  during  the  last  20 
or  30  years,  electric  rates  have  been  steadily  decreased. 

There  is  at  present  very  little  over-selling  of  electric  utility 
properties.  253  electric  companies,  representing  over  80  per  cent 
of  the  total  investment  in  operating  plants,  reported  in  1928  a  total 
book  cost  of  properties  of  $8,503,510,891,  according  to  Byllesby 
Engineering  and  Management  Corporation.31  This  was  3.2  per  cent 
greater  than  the  par  valué  of  all  securities  outstanding.  These 
book  costs  inelude  only  very  small  amounts  for  working  capital 
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or  “going  concern”  valué,  and  all  have  been  approved  by  State 
Regulatory  Commissions.  These  happy  results  have  been  largely 
accomplished  through  the  forcé  and  leadership  of  well  qualified 
and  responsible  State  boards  of  regulation.  They  have  also  in- 
directly  contributed  to  the  rapid  improvement  of  the  entire  industry 
by  making  increased  profits  depend  on  greater  sales  effort  and  new 
methods  and  more  efficient  management,  rather  than  on  over-valua- 
tion  or  monopoly  practices. 

Savings  Passed  on  to  Consumers 

The  cost  of  power  to  17  large  industries  using  electric  power  in 
1928  averaged  only  1.24  per  cent  of  the  total  valué  of  the  finished 
producís  and  has  therefore  ceased  to  be  an  important  factor  in  pro- 
duction  costs.32  Residential  lighting  rates  were  25  per  cent  below 
the  pre-war  level  of  1913,  and  in  1935  had  dropped  to  42  per  cent 
below  those  of  1913.  Practically  all  other  costs  of  industry  and 
family  living  have  greatly  increased.  These  savings  have  been 
made  possible  through  the  construction  and  constant  renewal  of 
larger  and  more  efficient  units  of  production,  by  the  interconnec- 
tion  of  utility  properties  between  communities,  and  by  improved 
methods  of  operation  and  efficiency  of  management.  Under  State 
regulation  these  savings  have  been  transmitted  to  the  public 
through  downward  revisión  of  rates,  because  regulatory  commis¬ 
sions  do  not  permit  rates  which  yield  a  higher  return  than  is  nec- 
essary  to  retain  the  oíd  and  attract  new  capital  required  to  expand 
the  electric  industry  to  meet  increased  public  need. 

Over-capitalization,  “writing  up”  of  the  valué  of  newly  acquired 
property,  hidden  costs  of  organization,  or  other  flaws  in  utility  ac- 
counting,  cannot  opérate  to  raise  electric  rates  if  state  commissions 
are  given  adequate  power  to  fairly  evalúate  the  property  actually 
needed  for  current  production  and  distribution,  and  provided  with 
funds  and  staffs  large  enough  for  effective  supervisión.  In  some 
states  salaries  of  commissioners  are  less  than  $300  per  month.  In 
others,  commissions  have  no  power  to  prescribe  rates  or  approve 
the  issuance  of  securities.  When  these  and  other  defects  are 
remedied,  State  regulation  will  prove  even  more  effective  than  in 
the  past. 

Present  Powers  of  State  Commissions 

The  most  advanced  regulatory  commissions,  in  seeking  to  guar- 
antee  electric  Service  at  cost  under  the  authority  of  their  state 
legislature,  exercise  the  right  to : 

1.  Fix  the  fair  valué  of  electric  plant,  based  on  historical  in- 

vestment  and  cost  of  reproduction  less  depreciation. 

2.  Assess  and  prescribe  proper  reserves  for  depreciation,  ob- 

solescence,  and  contingencies. 

3.  Veto  excess  operating  costs,  including  salaries,  purchase  of 
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materials,  or  Services  furnished  by  engineering  or  holding  com- 
panies. 

4.  Order  extensions  and  fix  standards  of  Service. 

5.  Set  a  fair  rate  of  return  based  on  the  cost  of  acquiring  and 
retaining  necessary  capital. 

6.  Prescribe  uniform  methods  of  accounting. 

7.  Allow  communities  to  buy  local  privately-owned  plants  at 
predetermined  price  measures. 

These  powers  have  proved  ampie  to  protect  the  interests  of  both 
public  and  electric  companies,  and  can  be  provided  by  all  States. 

Interstate  Commerce  in  Electricity 

Two  other  problems  are  developing,  the  solution  of  which  seems 
beyond  the  province  of  state  control.  First,  approximately  10.7  per 
cent  of  total  current  sold  crosses  state  boundary  lines,  thus  becom- 
ing  an  article  of  interstate  commerce.  It  is  difficult  for  state  com- 
missions  to  determine  costs  of  production  and  proper  rates  for  such 
Service,  as  well  as  to  enforce  definite  service  standards,  although 
generally  only  two  States  are  involved  and  interchange  of  informa¬ 
ron  between  state  commissions  can  often  accomplish  the  desired 
result.  Probably  control  of  such  interstate  commerce  in  electric  cur¬ 
rent  should  be  definitely  assigned  to  the  Federal  Power  Commis- 
sion  on  some  such  basis  as  provided  in  the  Power  Bill  passed  by 
Congress  early  in  1935. 

Second,  the  growth  of  holding  companies  owning  properties  in 
many  States  has  also  made  it  difficult  for  state  commissions  to  get 
first-hand  information  on  costs  óf  engineering  Services,  issuance 
and  sale  of  securities,  and  other  supervisory  or  managerial  expenses. 
However,  each  commission  or  municipality  now  has  power  to  de¬ 
termine  such  costs  independently.  When  interstate  commerce  in  elec¬ 
tric  current  occurs,  supervisión  by  the  Federal  Power  Commission  to 
supply  the  necessary  information  is  probably  advisable.  There  is  here 
no  field  where  the  principie  of  regulation  is  illegal  or  impotent.  All 
such  improvements  and  adjustments  are  available  to  public  regulation 
by  States  and  national  government  whenever  legislatures  wish  to  pass 
the  required  legislation. 

Public  Regulation  Successlul 

According  to  William  A.  Prendergast,  former  chairman  of  the 
Public  Service  Commission  of  New  York,  in  his  book,  “Public  Util¬ 
ities  and  the  People,”  public  regulation  has  already  succeeded  in 
bringing  the  electric  industry  out  of  confusión  to  a  state  of  order, 
giving  adequate  service  in  cities  and  towns  and  rapid  extensions 
into  rural  areas,  adjusting  rates  downward  and  standardizing  them 
between  industries  and  communities,  and  protecting  the  investing 
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public  against  the  issuance  of  utility  securities  which  do  not  rep- 
resent  actual  property  investments.  Under  this  public  supervisión 
and  regulation  there  has  been  a  tremendous  growth  and  rapid  de- 
velopment  in  the  electric  industry.  New  capital  has  been  avail- 
able  in  such  quantity  that  investors  have  bought  its  securities  with 
confidence ;  while  unfair  discriminations  and  local  political  difficul- 
ties  have  been  largely  corrected ;  a  better  understanding  has  grown 
up  between  companies  and  their  patrons ;  and  every  transaction  is 
recorded  by  uniform  accounting. 

Mr.  Wendell  L.  Willkie,  President  of  the  Commonwealth  and 
Southern  Corporation,  has  testified33  “I  know  of  no  utility  leader 
today  who  will  not  seek  to  elimínate  them  (write-ups,  overcapital- 
ization,  or  other  abuses)  if  they  are  proven  to  exist  as  soon  as  ap- 
propriate  Federal  legal  machinery  is  provided  for  so  doing,  and 
who,  likewise,  is  not  in  favor  of  appropriate  Federal  regulatory 

laws  to  prevent  their  reoccurrence . I  readily  subscribe  to 

the  principie  that  individual  utility  companies  as  well  as  holding 
companies,  should  not  alone  make  periodical  reports  of  their  op- 
erations  but  that  at  all  times  their  records  should  be  completely 
open  to  the  inspection  and  examination  of  State  as  well  as  Fed¬ 
eral  regulatory  bodies,  and  that  they  should  keep  their  books  ac- 

cording  to  a  uniform  method  of  accounting . I  favor  Federal 

regulation  of  utility  holding  companies  and  the  issuance  of  their 
securities,  together  with  adequate  regulatory  laws  to  elimínate 
any  future  prospect  of  the  reoccurrence  of  any  claimed  evils  of  the 
past  and  insofar  as  can  be  anticipated,  any  evils  of  the  future.” 

If  public  regulation  is  succeeding,  as  we  believe  every  fair- 
minded  person  must  agree,  then  certainly  it  should  be  continued 
and  extended.  This  is  in  line  with  the  best  American  tradition 
and  sound  business  practice.  Governments  do  not  interfere  with 
efficient,  responsible  ownership  and  operation  of  a  rapidly  develop- 
ing  industry,  which  has  been  successfully  financed  and  managed 
by  prívate  initiative,  when  the  benefits  of  such  prívate  experience 
and  initiative  can  be  preserved  to  the  people  in  better  Service  and 
lower  total  costs. 

Government  Operation  too  Complicaied 

But  if  state  and  national  regulation  which  involves  the  gather- 
ing  of  information  and  supervisión  of  company  policies  had  proved 
a  failure  (for  which  assumption  we  can  see  no  evidence),  how 
could  full  ownership,  financing,  creation  of  rates  schedules,  deter¬ 
minaron  of  policies,  and  other  managerial  duties  of  operation  be 
expected  to  succeed?  Certainly  no  more  competent  type  of  gov- 
ernment  ofíicial  could  be  expected  to  be  actively  engaged  in  man- 
aging  each  electric  utility  project  than  is  available  for  Service  on 
our  state  commissions  today.  The  Spoils  System  and  political  dis¬ 
criminations  are  at  present  firmly  entrenched  in  all  governmental 
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business  and  Service  activities  The  addition  of  such  a  large,  ex- 
panding  industry  as  electric  Utilities  would  greatly  increase  such 
political  irresponsibility 

The  people  can  never  intelligently  appraise  any  business  ac- 
tivity  directly,  and  elected  officials  cannot  have  the  technical  train- 
ing  necessary  to  manage  or  supervise  effectively.  Trained  commissions 
responsible  to  State  or  national  executive  and  legislative  authority  for 
long-time  results,  are  the  only  adequate  means  through  which  the 
public  may  control  large  business  activities.  In  the  whole  history 
of  the  United  States  no  government  has  ever  been  able  to  opérate  a 
business  activity  at  lower  cost  or  with  greater  efficiency  than  it 
has  or  could  have  been  carried  on  through  prívate  operation. 

There  are  very  few  exceptions  from  the  generalization  that 
local,  state,  and  federal  business  undertakings  have  all  ultimately 
been  outright  business  failures.  They  nearly  always  failed  to  be 
self-supporting  or  self-liquidating,  and  have  resulted  finally  in 
drains  on  public  treasuries  where  the  final  costs  were  met  by  the 
taxpayers.  To  argüe  that  government  regulation  of  business,  either 
competitive  or  monopolistic,  must  result  in  failure,  or  is  Hable  to  so 
result,  is  to  admit  that  government  ventures  in  the  ownership  and 
operation  of  complex  business  activities  have  little  chance  of  suc- 
cess. 

In  a  democratic  government  the  encouragemenf  of  prívate  in- 
itiative  under  public  control  must  always  be  preferable ;  and  we 
must  conclude  that  prívate  management  of  electríc  Utilities  under 
State  and  national  regulation  is,  and  will  continué  to  prove,  far  more 
preferable  in  protecting  the  public’s  interest  and  providing  for 
future  progress,  than  our  so  far  unsuccessful  attempts  at  govern- 
mental  ownership  and  operation. 


i  FOURTH  MAIN  ARGUMENT 

The  fourth  main  point  which  the  Negative  side  wishes  to  stress 
is  that  governmental  ownership  and  operation  of  electric  Utilities 
would  be  harmful  to  the  best  interests  of  other  business  and  our 
capitalistic  system. 

Enforced  governmental  ownership  as  advocated  by  the  Affirma- 
tive  means  socialization  of  the  entire  electric  industry  and,  we  be- 
lieve,  looks  toward  the  socialization  of  many  other  great  industries. 
Such  a  conclusión  seems  logical  from  the  statements  of  socialistic 
leaders,  who  .are  most  prominent  in  advocating  government  owner¬ 
ship  of  all  public  Utilities.  Cari  D.  Thompson,  Secretary  of  Public 
Ownership  League  of  America,  said:  “States  under  the  direction 
of  this  socialist  program  and  finally  the  nation  will  take  over  one 
after  the  other  of  the  public  Utilities,  mines,  railroads,  power 
plants,  telegraph  and  telephone  Systems,  waterways  and  forests. 
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.  .  .  The  Socialists  will  push  their  campaigns.  .  .  .  They  will  cap¬ 
ture  cities.  Later  they  will  control  State  Legislatures  and,  finally, 
the  United  States  Congress  and  the  Supreme  Court.  .  .  .  Socialism 
will  push  the  tendency  to  its  logical  conclusión.  .  .  .”34 

Norman  Thomas,  outstanding  leader  of  the  Socialist  political 
party,  has  said :  “To  begin  with,  Socialists  first  seek  key  industries. 

.  .  .  In  the  cities  the  League  works  for  municipal  ownership.  Nat- 
urally  it  works  for  such  immediate  measures  as  the  permanent 
public  ownership  of  railroads,  postal  savings,  of  the  telegraphs  and 
telephones,  conservation  of  natural  resources  and  the  like.” 

Many  of  the  most  prominent  advocates  of  government  owner¬ 
ship  and  operation  of  public  Utilities  are  leaders  in  such  organiza- 
tions  as  the  League  for  Industrial  Democracy,  National  Popular 
Government  League,  and  others,  which  have  professed  Socialistic 
goals. 

Government  Ownership  Will  Extend  to  Other  Industries 

All  arguments  which  are  used  in  favor  of  enforced  socialization 
of  the  electric  industry  apply  with  much  greater  forcé  to  many 
other  businesses — especially  those  tinged  with  a  public  need.  Rail- 
ways,  gas  Service,  telephone  and  telegraph,  Street  railways,  the  coal 
and  oil  industries  are  all  more  mature,  having  long  ago  passed 
through  the  stages  of  early  development,  than  electric  Utilities. 
Most  of  them  are  as  vital  to  the  nation’s  welfare  as  the  electric  in¬ 
dustry.  They  are  all  more  monopolistic  than  the  production  and 
distribution  of  electric  current,  either  as  in  the  fields  of  railroads, 
gas,  telephone  and  telegraph,  and  Street  railways,  because  of  the 
difficulty  of  setting  up  competitive  corporations  or,  as  in  the  case  of 
coal,  oil,  and  gas,  because  of  the  dependence  on  a  rapidly  vanishing 
natural  resource. 

Railroads,  coal,  oil,  and  Street  railways  have  recently  been  un- 
profitable  because  of  disorganization  or  over-capitalization,  and  are 
having  great  difficulty  in  attracting  necessary  funds  for  renewal 
of  plant  because  of  decreased  profits  and  cut-throat  competition. 
None  of  these  are  developing  into  new  markets  and  through  new 
methods  and  machinery,  as  the  electric  industry  continúes  to  do. 
Each  one  of  them  fulfills  all  of  the  requirements  laid  down  by 
economists  for  the  possible  success  of  government  ownership  and 
operation  in  far  greater  measure  than  the  electric  industry.  There- 
fore,  if  socialization  of  the  electric  industry  with  all  of  its  difficul- 
ties,  economic  unfitness,  and  political  inefficiency  were  desirable, 
it  would  be  even  more  desirable  to  take  over  each  of  the  other  in¬ 
dustries  mentioned. 

Democratic  Balance  of  Power  Threatened 

Most  Affirmative  teams,  we  believe,  would  hardly  care  to  accept 
the  responsibility  or  burden  of  advocating  enforced  socialization 
of  all  these  important  industries  because  of  the  loss  to  investors 
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in  transferring  securities,  the  staggering  increase  in  the  public  debt, 
the  loss  of  taxes,  the  inefficiency  of  political  management,  the  very 
large  increase  in  government  employes  with  the  Spoils  System  and  po¬ 
litical  patronage  which  would  result,  the  increase  in  government 
bureaucracy  and  power  of  the  executive  and  administrative  branches  of 
government,  and  the  consequent  radical  change  in  our  basic  demo- 
cratic  institutions.  These  principies  of  democratic  government 
and  these  difficulties  and  inefficiencies,  occasioned  by  such  a  pro- 
gram  of  socialization,  are  all  present  in  enforced  governmental  own- 
ership  and  operation  of  electric  Utilities.  The  only  basis  on  which 
such  socialization  can  be  condoned  is  the  general  break-down  of 
prívate  management  due  to  factors  outside  its  control,  as  in  the  loss 
of  business  of  Street  railways  with  the  development  of  other  forms 
of  transportaron. 

In  the  electric  industry  alone,  complete  socialization  would  im- 
mediately  add  $11,000,000,000  to  $13,000,000,000  to  the  public  debt, 
would  substract  $240,000,000  from  total  tax  collections,  would 
cause  a  large  future  drain  on  public  treasuries  for  depreciation, 
obsolescence,  and  extensions  of  Service,  and  would  add  200,000 
to  400,000  new  families  to  the  public  payroll.  These  operations 
would  make  necessary  innumerable  new  executive  and  administra¬ 
tive  duties,  thus  destroying  the  balance  we  have  so  zealously  sought 
to  preserve  between  executive,  legislative  and  judicial  branches  of 
our  democratic  government. 

From  Benjamín  Franklin’s  time  to  the  present,  national  lead- 
ers  in  political,  social,  and  industrial  walks  have  reiterated  the 
need  for  the  preservation  of  the  balance  of  powers  between  our  three 
essential  branches  of  democratic  government.  And  they  have  all 
agreed  that  the  most  dangerous  increase  in  power,  which  might  en- 
danger  our  free  institutions,  would  be  found  in  the  executive  and 
administrative  branch.  The  rise  of  dictatorship  in  all  parts  of  the 
world  during  the  last  twenty  years  is  eloquent  testimony  that  such 
advice  was  sound  and  such  fears  well-founded.  Many  true  Amer¬ 
ican  patriots,  a  large  number  of  whom  have  been  or  are  now  asso- 
ciated  with  our  national  and  state  governments,  are  becoming  fear- 
ful  that  the  added  power  given  to  the  executive  and  administrative 
branch  of  government  during  this  depression  emergency  cannot  or 
will  not  be  relinquished  with  the  approach  of  normal  business  con- 
ditions. 

Prívate  Initiative  Hemains  Dominant 

Argument  that  enforced  governmental  ownership  and  regulation 
of  the  entire  electric  industry  is  a  step  toward  socialism  on  a  hither- 
to  untried  scale  does  not  prove  that  socialism  is  undesirable.  Many 
Affirmative  teams  will  find  it  convenient  to  admit  that  a  long  step 
is  being  taken  toward  state  socialism,  and  to  take  the  position  that 
socialism  is  the  logical  next  step  in  governmental  evolution — the 
most  desirable  long  term  means  of  meeting  present  governmental 
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and  industrial  difficulties.  Some  projects  such  as  schools,  high- 
ways,  and  postoffices  which  are  carried  on  for  the  general  social 
good  and  are  not  paid  for  by  the  individual  consumer,  but  largely 
out  of  the  public  taxes,  are  directly  administered  by  governmental 
agencies.  In  those  activities  which  are  expected  to  be  self-sup- 
porting,  in  that  the  cost  of  goods  or  Services  are  collected  directly 
from  the  consumer,  socialistic  governmental  operation  remains  at 
a  mínimum. 

Although  control  of  business  methods  is  found  in  varying  de- 
grees  to  protect  the  interests  and  welfare  of  the  buying  public, 
prívate  initiative  still  constitutes  the  principal  incentive  for  as- 
suming  the  risks  which  competition  and  progress  entail.  No  sub- 
stitute  for  the  concentration  of  responsibility,  or  means  for  making 
decisions  and  carrying  business  policies  into  execution,  has  been 
found  for  the  corporate  form  of  business  organization. 

Henry  Earle  Riggs,  former  Professor  of  Engineering  at  Uni- 
versity  of  Michigan,  writing  in  “Public  Utilities  Fortnightly,” 
September  24,  1936,  summaiizes, 

“I  am  convinced  that  much  better  results  can  be  obtained  from 
operating  organizations  which  are  responsible  to  a  competent  prí¬ 
vate  management  and  boards  of  direction  which  must  show  eco- 
nomical  operation,  adequate  upkeep,  good  public  relations  and  a 
profit  than  can  possibly  be  secured  from  a  national  bureaucratic 
or  a  local  political  organization  which  is  responsible  to  a  con- 
stantly  changing,  short-lived  political  administration  without  any 
financial  responsibility  as  to  the  result.”35 

Corporations  Owned  by  Many  Consumere 

Through  the  Corporation  many  small  individual  investors  are 
enabled  to  combine  their  funds  in  large  undertakings  without  loss 
of  administrative  efficiency.  Thus,  our  corporate  businesses  are 
owned  by  many  millions  of  small  stock  and  bond  holders,  which 
constitutes  a  type  of  widespread  public  ownership  in  a  very  real 
sense.  Nowhere  is  this  widespread  ownership  by  small  investors, 
practically  all  of  them  being  also  customers  of  the  product  being 
marketed,  so  advanced  as  in  the  ownership  of  public  Utilities  se- 
curities.  Even  in  our  various  producers’  and  consumers’  coopera- 
tive  enterprises,  each  member  has  a  fixed  stake  in  the  business 
which  makes  efficiency  of  operation  and  long  term  planning  his 
primary  concern.  Such  ownership  and  operation  is  far  superior 
to  industrial  socialization,  both  in  efficiency  of  operation  and 
adaptability  to  changing  conditions. 

There  is  no  direct  means  for  judging  the  efficiency  or  revising 
the  policies  of  governmental  monopolies.  Every  experiment  of 
government  in  the  field  of  business  operation  in  the  United  States 
has  been  accompanied  by  an  increase  in  political  corruption.36  It 
has  also  resulted  in  financial  failure  to  earn  expected  dividends 
and  generally  ended  in  great  monetary  loss.  Large  and  small 
group  initiative  under  corporate  investment  and  concentration  of 
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control,  with  administrative  officials  directly  responsible  to  those 
who  furnish  the  invested  capital  and  who  participate  in  expected 
profits,  is  the  economic  philosophy  of  our  times. 

Capitalism  Promotes  Social  Welfare 

Capitalism  with  its  securities  widely  held  by  the  great  majority 
of  citizens,  with  its  risks  of  financial  failure  and  its  expectation  of 
fair  profits,  is  not  opposed  to  the  broadest  and  most  beneficial 
kind  of  social  welfare,  but  is  essential  to  that  type  of  social 
progress  where  true  social  responsibility  is  also  desired.  So,  in  the 
United  States  with  enormous  natural  resources  still  undeveloped, 
with  a  high  standard  of  living,  with  large  and  substantial  prívate 
savings  available  for  investment,  with  a  new  race  and  a  greater 
civilization  rapidly  developing  in  the  Melting  Pot  of  the  world's 
nations,  with  prívate  initiative  through  individual  and  corporate 
organization  succeeding  on  every  hand,  with  thousands  of  new 
inventions  being  recorded  every  year,  with  democratic  institutions 
which  have  weathered  every  social  crisis  to  be  preserved  and  fos- 
tered,  with  a  citizenry  nurtured  and  sustained  by  ideáis  of  indi¬ 
vidual  freedom,  with  a  future  bright  with  unlimited  and  un- 
charted  possibilities  for  progress  and  human  happiness,  there 
seems  no  alternative  than  to  continué  confidently  and  tenaciously 
on  the  road  of  socially  controlled,  capitalistic  initiative. 

It  would  seem  the  blindest  folly  to  plunge  headlong  into  a 
program  of  industrial  socialism,  when  other  governmental  projects 
have  fallen  so  far  short  of  either  financial  or  political  success.  Dr. 
A.  E.  Morgan,  chairman  of  the  Tennessee  Valley  Authority  said 
in  Chicago,  September  30,  1933,  “If  we  greatly  increase  govern- 
ment  ownership  then  the  doctrine  that  ‘to  the  victor  belongs  the 
spoils,  will  spell  the  doom  of  social  and  economic  decency  and 
health.”37  Let  those  who  advócate  further  governmental  owner¬ 
ship  and  operation  of  our  largest  industries  wait  until  they  can 
show  success  in  the  relatively  few  business  operations  of  govern- 
ment  at  the  present  time.  This  advice  is  especially  pertinent  to 
the  electric  industry,  where  government  operation  will  definitely 
discourage  and  impede  the  progress  of  so  many  other  industries 
which  will  be  forced  to  depend  on  governmental  manipulations 
for  electric  power. 

Municipal  Electric  Plants  Retard  Other  Businesses 

Progress  in  governmental  projects  has  always  been  notoriously 
slow  and  Service  intermittent  and  undependable.  In  many  in- 
stances,  municipal  electric  plants  have  -  been  unable  to  provide 
added  current  to  industries  for  power  purposes.  With  its  munici¬ 
pal  light  plant  monopoly  in  Ponca  City,  Oklahoma,  both  the  Con¬ 
tinental  and  the  Empire  Oil  companies  had  to  be  serviced  by  spe- 
cial  lines  built  into  the  town  by  the  Oklahoma  Gas  and  Electric 
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Company.38  This  business  now  constitutes  eleven-twelfths  of  all 
the  power  sales  in  Ponca  City.  Where  added  current  has  been 
provided,  adversely  discriminatory  rates  have  generally  been  im- 
posed,  so  that  most  industries  have  avoided  locating  or  expanding 
their  plants  in  towns  where  they  could  not  depend  for  power  on 
prívate  companies. 

Government  monopoly  of  the  whole  electric  industry  thus 
tends  to  retard  the  progress  of  all  other  industries  which  are  heavy 
users  of  electric  power.  This  retardation  is  probably  the  most 
oppressive  tax  which  could  be  laid  on  the  prosperity  of  the  Ameri¬ 
can  people.  American  industry  is  still  faced  with  difficult  prob- 
lems  of  distributing  producís  of  industry  to  every  class  of  con¬ 
sumen  We  have  faith  that,  as  private  initiative  and  corporate 
organization  have  in  the  past  met  and  solved  our  problems  of 
production,  transportation,  marketing,  and  finance,  they  can  ana- 
lyze  and  find  Solutions  to  the  newer  problems  of  distribution.  Mass 
production  requires  mass  consumption  for  its  maintenance  and 
growth.  Nowhere  have  such  mighty  strides  been  made  toward 
mass  consumption  at  constantly  decreasing  costs  as  in  the  electric 
industry. 

Regressive  Taxation 

Losses  in  taxes  being  paid  at  present  by  private  electric  com¬ 
panies,  with  the  usual  inefficiencies  and  irresponsibilities  of  gov- 
ernmental  operation,  mean  heavier  taxes  both  for  other  industries 
and  individual  citizens  for  the  support  of  legitímate  and  neces- 
sary  governmental  functions.  If  electric  rates  are  maintained  high 
enough  to  cover  the  inefficiencies  of  governmental  operation,  pay 
interest  on  the  people’s  investment  and  reimburse  treasuries  for 
lost  taxes,  such  rates  cannot  fall  on  industry  and  individual  citi¬ 
zens  in  proportion  to  ability  to  pay  governmental  expenses.  Rather 
must  the  small  individual  users,  unfortunately  situated  with  regard 
to  location  or  ability  to  use  electrical  devices,  pay  disproportion- 
ately  higher  rates  for  electric  current.  This  is  the  most  vicious 
form  of  regressive  taxation,  condemned  by  every  authority  in 
economics  or  government  as  opposed  to  sound  public  policy. 

Therefore,  we  conclude  that  the  enforced  socialization  of  elec¬ 
tric  Utilities,  being  a  step  toward  much  wider  industrial  socializa¬ 
tion,  is  harmful  to  the  basic  interests  of  other  industries,  on  which 
our  citizens  must  depend  for  maintenance  and  improvement  of 
their  high  living  standards,  is  opposed  to  the  most  basic  principies 
of  American  democracy,  and  should  be  absolutely  condemned.  Let 
us  continué  for  the  future  as  in  the  past  to  preserve  an  industrial 
system  in  which  those  electric  Utilities,  whether  owned  and  oper- 
ated  by  private  Corporation  or  governmental  agencies,  which  have 
shown  their  ability  to  serve  their  communities  best,  shall  be  al- 
lowed  to  continué  this  vital  Service  in  an  efficient  and  Progressive 
manner. 
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V. 


NEGATIVE  REBUTI  AL  ARGUMENTE 

The  six  subjects  treated  in  this  section  seem  most  vital  to  the 
Affirmative  side.  Since  they  are  used  so  often  and  relied  upon  so 
heavily,  we  shall  consider  them  as  our  principal  Negative  Rebuttal 
arguments. 

ONTARIO  HYDRO 

|^vUTSTANDING  advocates  of  municipal  ownership  and  opera- 
tion  of  electric  Utilities  continually  point  to  the  hydro-electric 
power  development  in  Ontario,  Cañada.  They  argüe  that,  since 
Ontario  has  harnessed  its  great  rivers  and  Niagara  Falls,  and  is 
selling  power  at  lower  rates  than  the  average  cost  in  the  United 
States,  private  companies  in  the  United  States  must  be  charging 
too  much  for  electric  current,  and  that  governmental  operation 
would  greatly  reduce  this  cost. 

Large  Natural  Supply  of  Power 

Ontario  has  probably  the  best  natural  water  power  to  be  found 
in  the  world.  Doctor  Arthur  E.  Morgan,  of  the  Tennessee  Valley 
authority  is  quoted  as  having  said,  “Of  course,  there  is  no  power 
on  earth  as  cheap  as  Niagara  Falls,  where  the  dam  was  already 
built  by  nature.”1  Niagara  Falls  and  numerous  rivers  with  rapid 
fall,  well  fed  by  rain  and  snow,  can  hardly  be  matched  anywhere 
in  the  United  States.  Ontario  hydro-plants  are  very  large  and  gen- 
erally  well  managed.  The  system  of  government  found  in  Cañada 
eliminates  some  of  the  political  domination  and  irresponsibility  found 
in  this  country.  Therefore,  these  are  probably  the  best  of  all  govern¬ 
ment  electric  plants.  Also,  all  municipal  distributing  systems  in  On¬ 
tario  are  directly  supervised  by  the  Ontario  Hydro  Commission. 

Hundreds  of  articles  have  been  written  as  to  the  relative  success 
of  the  Ontario  hydro  plants.  The  Canadian  officials  have  made  no 
claims  that  they  are  better,  or  more  efficient  than  similar  plants 
elsewhere.  The  Affirmative  side  seems  to  assume  that  a  Niagara 
Falls  is  available  in  every  State  of  the  unión,  that  no  political  mis- 
management  or  inefficiency  is  present  in  municipal  plants,  that 
American  families  will  use  as  much  electricity  as  those  served  in 
Ontario,  and  that  all  municipal  distribution  will  be  strictly  super¬ 
vised  by  State  commissions,  which  most  cities  have  hitherto  opposed. 

It  is  unfair  to  compare  the  rates  charged  in  Ontario  with 
average  rates  for  the  whole  United  States.  Current  sold  to  do- 
mestic  consumers  seems  to  be  far  below  the  cost  of  production,  and 
these  losses  are  made  up  from  power  rates  which  are  higher  than 
those  in  the  United  States.  When  comparison  is  made  with  pri- 
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vate  electric  companies  in  Quebec  and  similarly  situated  cities 
near  Niagara  Falls  in  the  United  States,  the  average  price  for 
power  sold  is  definitely  higher  in  Ontario.  In  1924  the  average  cost 
for  all  power  sold  by  the  Ontario  Hydro  Commission  was  1.42  cents 
per  kilowatt  hour,  while  in  Quebec  the  average  cost  of  all  power 
sold  was  .77  cents  per  kilowatt  hour.2  In  1929  the  average  rate  for 
all  power  sold  by  the  Ontario  hydro,  according  to  Thomas  F.  Wood- 
lock,  in  the  Wall  Street  Journal,  December  29,  1930,  former  Inter¬ 
state  Commerce  Commissioner,  was  .80  cents  per  kilowatt  hour.3 
The  average  cost  of  all  power  sold  in  Quebec  by  prívate  corpora- 
tions  was  .46  cents. 

Comparable  American  Company  Rales 

On  the  American  side  of  the  line  the  average  cost  of  all  power 
sold  by  the  New  York,  Buffalo,  and  North  Eastern  system  was  .68 
cents  per  kilowatt  hour.3  80  per  cent  of  this  current  was  generated 
on  the  American  side  of  Niagara  Falls  and  in  rivers  of  northern 
New  York  and  New  England,  while  20  per  cent  was  generated  at 
a  higher  cost  with  steam  power.  During  the  same  year  the  Mon¬ 
tana  Power  Company  sold  all  current  generated,  largely  developed 
by  hydro  power,  at  an  average  cost  of  .66  cents  per  kilowatt  hour. 

The  use  of  electricity  for  cooking  and  water  heating,  especially 
in  the  provinces  of  Ontario  and  Manitoba  make  the  use  of  elec¬ 
tricity  in  the  average  home  much  greater  than  in  the  United  States, 
resulting  in  lower  rates  for  domestic  use.  This  high  use  of  cur¬ 
rent  for  cooking  and  heating  in  Ontario  and  Manitoba  is  caused 
by  the  high  cost  of  fuel.  There  is  practically  no  coal  or  oil  or  gas 
in  these  provinces,  and  available  water  power  is  greater  than  al- 
most  anywhere  else  in  the  world.  In  contrast,  there  is  an  abund- 
ance  of  cheap  fuel  in  the  United  States.  Where  70  per  cent  of  all 
domestic  current  in  Ontario  is  used  for  cooking  and  heating,  only 
20  per  cent  is  so  used  in  the  United  States.4 

If  we  exelude  heating  and  cooking  uses,  domestic  consumption 
in  Cañada  is  only  10  per  cent  higher  than  the  average  for  the 
United  States,  and  rates  would  need  to  be  greatly  increased  to  pay 
for  this  remaining  current  used  in  Cañada.  Outside  the  two  prov¬ 
inces  mentioned,  there  is  little  diíference  in  domestic  rates  charged 
in  Cañada  and  in  the  United  States,  the  lowest  being  in  Quebec  and 
British  Columbia,  where  prívate  ownership  holds  sway.5 

In  the  States  of  Idaho  and  Washington,  where  the  same  amount 
of  domestic  current  is  used  per  customer  as  in  Cañada,  approxi- 
mately  the  same  average  rates  per  kilowatt  hour  are  found.6  There- 
fore,  lower  cost  of  electricity  for  domestic  use  in  Ontario  and 
Manitoba,  occasioned  by  higher  average  use,  is  the  result  of  high 
fuel  costs  and,  (as  we  shall  show  later)  inadequate  reserves  to- 
gether  with  high  rates  for  commercial  usage,  rather  than  govern- 
ment  ownership  or  operation. 


46 


Domestic  and  Rural  Service 

Few  families  even  in  Ontario  get  the  benefit  of  these  low  rates. 
90  per  cent  of  the  families  use  less  than  the  average  amount  and 
must  pay  proportionally  higher  rates.4  The  average  use  is  kept  high 
by  relatively  few  large  apartments  and  rooming  houses  which  con¬ 
sume  10  to  20  times  the  average  amount  of  current,  and  are  there- 
fore  favored  with  the  lowest  rates. 

According  to  Professor  E.  A.  Stewart  of  the  University  of  Min¬ 
nesota,  in  1926  only  2.52  per  cent  of  all  farms  in  Ontario  were 
receiving  rural  electric  Service.7  This  percentage  was  slightly 
more  than  one  half  of  the  rural  Service  in  the  United  States.  Each 
farm  paid  a  mínimum  Service  charge  for  20  years.  If  unpaid,  it 
became  a  lien  against  his  land  and  was  collected  annually  as 
taxes.  Some  farmers,  unable  to  pay  for  wiring  and  electric  ma- 
chinery,  are  unable  to  use  any  current  even  though  they  have  con- 
tracted  to  pay  the  minimum  charges  for  the  20  year  period.  In  ad- 
dition  to  this  minimum  charge,  the  first  block  of  current  used  costs 
from  8  cents  to  3  cents  per  kilowatt  hour.  Only  a  minority  of 
farmers  ever  use  enough  current  to  be  included  in  the  2  cent  kilo- 
watt  hour  rate.  In  addition,  the  government  pays  one-half  the 
cost  of  building  all  rural  lines,  so  that  the  total  cost  of  rural  elec¬ 
tric  Service  in  Ontario  is  no  less  than  can  be  found  in  many  less 
favored  places  in  the  United  States.  In  1931,  the  Puget  Sound 
Power  and  Light  Company  analyzed  50  bilis  for  electricity,  ren- 
dered  to  farmers  in  Cañada  and  showed  in  every  instance  that  the 
rates  paid  by  farmers  in  the  Puget  Sound  district  were  lower  than 
the  Ontario  rates. 

Public  Debt  Increasing 

Several  other  points  need  to  be  noted.  The  public  debt  in  the 
province  of  Ontario  is  five  times  greater,  and  has  increased  by  sev¬ 
eral  million  dollars  annually  since  1911,  when  public  operation  of 
the  hydro  plant  went  into  effect,  than  the  public  debt  in  Quebec, 
which  is  not  burdened  with  the  heavy  cost  of  government  owner- 
ship  of  electric  Utilities.8  Interest  on  this  huge  debt  costs  the 
average  Ontario  family  $26.00  per  year. 

Also,  the  Ontario  hydro  pays  very  little  in  taxes,  while  the 
privately  owned  plants  of  Quebec  have  contributed  heavily  to  the 
cost  of  government.  Floyd  L.  Carlisle,  writing  in  Current  History 
for  August,  1930,  shows  that  the  Niagara-Hudson  Power  Group 
in  the  United  States,  derived  about  $15,000,000  revenue  from  resi- 
dences  and  farms.  It  paid  in  total  taxes  over  $10,000,000.  If  the 
total  taxes  were  subtracted  from  the  revenue  received  from  resi- 
dences  and  farms,  only  $4,800,000  would  be  left.  This  figure  would 
give  the  Niagara-Hudson  Company  a  lower  rate  for  residence  and 
farm  use  than  charged  by  the  Ontario  hydro. 
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This  is  not  an  unfair  comparison,  since  most  tax  levies  must  be 
taken  from  the  receipts  for  domestic  use,  because  of  the  intense 
competition  with  other  forms  of  power  in  sales  for  commercial  and 
industrial  purposes.  Sales  of  current  for  industrial  purposes  in 
Quebec  and  the  United  States  are  much  lower  in  cost  than  in  On¬ 
tario.  Therefore,  most  of  the  Industrial  companies  which  use  elec- 
tric  power  have  settled  in  Quebec  rather  than  Ontario  during  the 
past  20  years.  These  low  rates  have  stimulated  industry,  which 
has  greatly  increased  employment  and  wages.  This  increased  use 
makes  possible  the  production  of  all  current  at  still  lower  rates. 
This  saving  can  then  partly  be  passed  on  to  residence  users,  which 
is  the  only  proper  way  to  get  lower  costs  for  domestic  current. 

Large  Déficits  Accumulating 

Efficiency  of  prívate  companies  in  Cañada  is  also  higher  than 
government  operation.  Although  governmental  plants  lost  busi- 
ness  in  1931,  they  added  several  hundred  new  employees.  Prívate 
companies  are  producing  two  and  one-half  times  as  many  kilowatt 
hours  of  energy  per  employee  as  governmental  plants.9  The 
Quaker  Oats  Company  in  Cedar  Rapids,  Iowa,  buys  power  from 
the  Iowa  Railway  and  Light  Company  at  lower  cost  than  is  paid 
by  their  branch  company  in  Petersburrow,  Ontario. 

The  Wholesale  cost  of  electricity  per  horse  power  in  Ontario 
has  been  rapidly  increasing,  having  risen  from  $9.90  in  1918  to 
$24.00  in  1934.10  This  figure  is  nearly  three  times  as  much  as 
the  Hydro  Commission  had  estimated  in  1910,  and  is  growing  larger 
each  year  as  new  projects  are  built,  instead  of  being  reduced,  as 
the  Commision  had  predicted.  In  1934,  according  to  Hon.  Arthur 
W.  Roebuck,  Attorney  General  for  the  Province,  the  total  reve- 
nue  collected  by  the  Ontario  Hydro  was  only  $21,000,000  on  a  cap¬ 
ital  investment  of  $285,000,000.  In  addition,  the  reserves  for  obso- 
lescence  and  contingencies,  amounting  in  1931  to  $14,632,000,  are 
being  steadily  depleted.11  In  1934,  only  $6,500,000  remained.  This 
is  over  $8,000,000  less  than  1931,  and  will  be  completely  wiped  out 
by  1937. 

The  cost  of  producing  power  in  the  Niagara  system,  largest  of 
Ontario  plants,  rose  from  $20.03  per  horse  power  in  1929  to  $30.06 
per  horse  power  in  1934.11  Under  existing  contracts,  power  has 
been  furnished  to  municipalities  by  the  Niagara  system  below  cost 
since  1931,  the  loss  being  $4.28  per  horse  power  in  1934.  For  ex- 
ample,  the  city  of  Toronto  is  charged  $26.55  per  horse  power  for 
current  which  costs  the  Hydro  Commission  $32.31  to  deliver.  Mr. 
Roebuck  shows  in  statistics  taken  from  the  Toronto  Globe,  March 
27,  1935,  that  the  Niagara  system  has  had  a  déficit,  exclusive  of  any 
charges  for  reserves  for  obsolescence  and  contingencies,  for  the 
last  four  years,  increasing  from  $2,500,000  in  1932  to  an  estimated 
$7,000,000  in  1937.  A  number  of  contracts  to  buy  power  from 
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prívate  Canadian  Utilities  llave  been  repudiated.  This  record  shows  a 
serious  financial  crisis  facing  the  Ontario  Hydro  electric  system. 

During  this  period,  prívate  companies  in  Quebec  and  British 
Columbia  and  the  United  States  have  remained  in  a  sound  condi- 
tion,  set  aside  adequate  reserves,  paid  increasingly  heavy  taxes  and 
furnished  power  to  commercial  and  industrial  users  at  lower  rates 
than  the  Ontario  Hydro  Commission.  Successive  reductions  in  rates 
have  been  shown  on  preceding  pages.  When  a  municipal  plant  sells 
current  below  cost,  and  does  not  set  aside  proper  reserves  for  in- 
terest,  depreciation  and  contingencies,  the  result  is  that,  sooner  or  later, 
rates  and  taxes  must  be  raised  or  the  plant  must  be  replaced  with 
eíficient  prívate  operation. 

If  the  fortunately  situated  and  honestly  managed  Ontario  Hy¬ 
dro  plants  are  unable  to  make  a  better  record  over  a  long  period  of 
years,  certainly  we  can  conclude  that  cities  and  towns  and  rural 
communities  of  all  the  United  States,  most  of  which  have  no  water 
power  available,  should  not  be  forcibly  plunged  into  the  business 
of  supplying  citizens  and  industry  with  all  electric  current  on  a 
monopolistic  basis. 


POWER  TRUST 

Another  argument  used  by  the  Affirmative  side  is  that  enormous 
profits  are  being  made  by  most  prívate  corporations  engaged  in  pro- 
ducing  electricity,  because  the  business  is  a  monoply,  and  monoply 
rates  are  maintained.  And  that  the  result  has  been  the  creation  of  a 
great  ‘‘power  trust”,  which  holds  both  the  people  and  industry  in  a 
dictatorial  grip.  If  the  Affirmative  refers  to  the  growth  of  holding 
companies,  we  have  already  shown  that  the  discussion  of  holding 
company  control  has  no  place  in  this  debate.  Many  of  the  economies 
and  improvements  in  Service  and  financing  and  engineering  have 
been  due  to  the  presence  of  holding  companies  in  the  electric  industry, 
but  whether  holding  companies  charge  too  much  for  their  Services, 
and  in  the  long  run  are  a  benefit  or  a  detriment  in  supplying  elec¬ 
tricity  to  the  ultímate  consumer,  is  a  question  for  state  and  national 
regulation. 

We  are  concerned  simply  with  the  earnings  of  prívate  electric 
companies.  We  have  already  shown  that  rates  charged  by  most  of  these 
companies  in  the  United  States  are  lower  than  the  rates  of  municipally 
owned  plants,  both  to  the  average  and  large  domestic  consumer,  and 
for  commercial  and  industrial  uses.  Therefore,  if  large  profits  are  en- 
joyed  by  these  prívate  companies,  they  are  earned  through  better 
Service  and  better  management. 

Return  on  Invested  Capital 

But  a  further  examination  of  business  in  general  seems  to  refute 
the  accusation  of  swollen  profits.  Senator  Norris  has  claimed  that 
the  industry  is  making  profits  of  50  to  60  per  cent.  Others  have  set 
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the  figure  at  40  per  cent.  The  industry  as  a  whole  does  not  have  40 
per  cent  of  gross  earnings  left  after  current  operating  costs  are  paid. 
However,  such  a  figure  would  not  be  too  high  in  the  light  of  capital 
investment.  85  per  cent  or  more  of  the  total  cost  of  delivering  elec- 
tricity  to  the  final  domestic  consumer  is  fixed,  and  must  be  paid,  no 
matter  how  much  current  is  sold. 

Forty  per  cent  or  less  of  gross  earnings  left  after  current  operat¬ 
ing  costs  are  paid  must  provide  adequate  reserves  for  depreciation, 
obsolescence,  contingencies  and  a  fair  return  on  the  valué  of  the  total 
plant.  This  left  only  7.63  per  cent  net  earnings  on  total  invested  capital 
of  about  $9,000,000,000,  according  to  Byllesby  Engineering  and  Man¬ 
agement  Corporation,  after  an  examination  of  the  reports  of  30  lead- 
ing  electric  Utilities,  which  included  over  40  per  cent  of  the  total  elec- 
tric  business  in  1927. 12  In  1928  and  1929  this  percentage  had  slightly 
decreased.  In  1932  the  United  States  Bureau  of  Census  listed  the 
total  valué  of  plant  and  equipment  at  $12,000,000,000  and  the  net  re¬ 
turn  at  6.1  per  cent  on  this  investment.13 

Earnings  in  Other  Industries 

An  extensive  survey  by  Laurence  H.  Sloan  in  1927  of  412  large 
corporations  engaged  in  every  type  of  manufacturing  and  distribution 
and  Service  activities  showed  net  earnings  as  high  as  22  per  cent  with 
an  average  for  these  412  outstanding  corporations,  which  are  fairly 
representative  of  all  business,  of  11.05  per  cent.12  Most  industries 
showed  earnings  far  above  the  average  for  electric  Utilities.  Heavy 
machinery  and  railroad  equipment,  which  were  already  being  hit  by 
the  coming  depression,  were  only  .3  per  cent  less.  These  other  in¬ 
dustries,  therefore,  were  enabled  to  purchase  electric  power  on  a  basis 
of  7y2  per  cent  return  for  capital  investment  from  electric  utility 
corporations,  and  earn  through  sales  of  their  own  finished  producís,  11 
per  cent  on  capital  invested. 

As  we  have  noted  before,  the  average  cost  of  power  to  17  leading 
manufacturing  industries  is  only  1.24  per  cent  of  their  total  costs  of 
production,  which  also  inelude  materials,  wages,  and  taxes.12  Taxes 
alone  on  these  17  leading  industries  were  over  twice  as  heavy  as  the 
cost  of  electric  power,  according  to  Byllesby  Engineering  and  Manage¬ 
ment  Corporation.  These  comparisons  do  not  indicate  swollen  profits 
in  the  electric  industry,  ñor  any  tyrannical  exploitation  of  industry 
or  domestic  consumers. 

SIow  Tumo  ver  of  Electric  Capital 

The  courts  formerly  have  heíd  that  electric  Utilities  are  entitled 
to  7  per  cent  or  more  on  the  fair  valué  of  their  property.  State  com- 
missions,  with  variations  for  local  conditions,  now  aim  at  the  gen¬ 
eral  average  of  6^4  per  cent  on  the  fair  valué  of  capital  invested. 
When  State  commissions  are  given  adequate  power  to  determine  fair 
valuation  and  to  supervise  the  making  of  rates  schedules,  no  exorbi- 
tant  profits  are  possible.  Franchises,  which  set  rates  on  a  cost  of 
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Service  basis,  as,  for  example,  in  Milwaukee,  Wisconsin,  have  provecí 
effective  in  giving  all  consumers  excellent  Service  at  fair  rates.14 

One  other  difference  in  the  electric  Utilities  and  most  other  in¬ 
dustries  may  be  noted.  Where  many  manufacturing  industries,  de- 
partment  stores,  and  Service  companies,  such  as  moving  pictures, 
may  have  a  turn-over  of  their  entire  invested  capital  several  times 
per  year,  the  electric  industry,  because  of  its  high  percentage  of 
fixed  capital,  has  been  unable  from  gross  operating  revenue  to 
show  a  turn-over  of  all  capital  invested  oftener  than  once  in  six 
to  eight  years.  We  may,  therefore,  conclude  that  net  profits  in  this 
rapidly  developing  electric  industry,  with  its  large  degree  of  depre¬ 
ciaron  and  obsolescence,  have  been  relatively  low. 

Municipal  ownership  advocates  have  also  found  it  difficult  to 
be  specific  about  the  organizations  of  which  their  alleged  “power 
trust”  is  composed.  Statistics  from  Byllesby  Engineering  and 
Management  Corporation  showed  that  in  1927,  the  30  leading  elec¬ 
tric  Utilities  operated  only  40  per  cent  of  the  total  electric  busi- 
ness,  and  253  companies  represented  80  per  cent  of  total  invest- 
ment  in  electric  Utilities.15  Even  the  largest  holding  companies 
control  but  a  small  percentage  of  the  business  of  generating  and 
distributing  electricity,  and  we  are  convinced,  until  some  definite 
proof  is  offered,  that  the  sinister  “power  trust”  is  a  myth. 

INHERENT  SAVINGS 

The  Affirmative  side  also  argües  that  socialized  ownership  and 
operation  by  municipalities  or  larger  political  units  has  inherent 
advantages  over  prívate  corporations,  in  that  no  taxes  are  paid, 
capital  may  be  borrowed  more  cheaply  because  of  greater  security, 
and  no  profits  need  to  be  earned  for  stock  holders.  Therefore,  lower 
rates  may  be  maintained  immediately  and,  by  gradually  retiring 
bonded  indebtedness,  rates  will  become  progressively  lower  in  fu- 
ture  years.  No  inherent  claim  is  made  for  greater  efficency  of 
management,  or  better  Service  to  consumers,  or  faster  development 
of  new  methods  and  machinery,  or  wider  research  activities.  These 
are,  of  course,  the  weak  spots  in  governmental  operation,  the  last 
two  adjuncts  being  almost  entirely  absent. 

Low  Municipal  Plant  Efficiency 

We  have  already  shown  that  government  plants  every where, 
employ  more  capital  and  man  power  in  proportion  to  current  pro- 
duced  and  delivered  to  consumers,  than  prívate  corporations.  This 
difference  is  very  great,  approaching  a  two  to  one  ratio  in  the 
United  States,  and  two  and  one-half  to  one  ratio  in  Cañada.  Poor 
management  also  has  brought  greater  replacement  and  obsolescence 
costs  into  governmentally  operated  plants.  The  greater  efficiencies 
in  use  of  capital  and  man  power,  and  greater  initiative  in  making 
new  improvements,  attracting  new  customers,  and  introducing  new 
uses  for  electric  current,  always  shown  by  private  ownership  and 
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operation,  have  been  the  sources  of  whatever  profits  are  being 
earned  by  prívate  electric  Utilities.  Since  profits  earned  are  very 
meager  (6.1  per  cent  in  1932),  and  since  most  of  the  efficiency  and 
progress  of  prívate  companies  has  been  passed  back  to  consumers 
in  íower  rates  and  better  Service,  the  supposed  savings  in  profits, 
inherent  in  government  operation,  is  greatly  over-balanced. 

The  savings  in  taxes  which  government  ownership  makes  pos- 
sible,  does  not  equal  the  13  or  14  per  cent  of  gross  operating  rev- 
enue  now  being  paid  into  public  treasuries  by  privately  owned  Utili¬ 
ties.  These  supposed  municipal  savings  on  taxes  have  never  been 
reflected  in  Iower  rates  to  consumers.  The  lack  of  adequate  re¬ 
serves  for  depreciation,  obsolescence,  contingencies,  and  interest 
payments  has  progressively  increased  the  bonded  debt  of  most  cities 
without  adding  proportionately  to  the  valué  of  equipment  or  qual- 
ity  of  Service  rendered.  Therefore,  general  taxes  in  cities  owning 
their  municipal  plants  have  tended  to  increase  faster  than  in  cities 
of  equal  size  which  were  not  burdened  with  such  expense.  This  has 
already  been  shown  in  comparison  of  the  provinces  of  Ontario  and 
Quebec. 

A  survey  made  by  Public  Service  Magazine  of  twenty  towns  in 
Minnesota  with  municipally  owned  electric  plants,  and  twenty  sim¬ 
ilar  towns  in  Minnesota  served  by  commercial  electric  companies, 
shows  an  average  tax  rate  of  33.92  milis  in  the  municipal  ownership 
towns  as  compared  with  28.62  milis  in  the  towns  having  prívate 
townership.16  This  is  a  difiference  of  over  18  per  cent.  In  the 
nearly  2,000  cases  where  municipal  plants  have  been  taken  over  by 
private  companies,  Iower  rates  than  were  maintained  by  the  munici- 
pality  have  always  been  installed  as  we  have  shown  previously. 
Through  succeeding  years  these  rates  have  continued  to  decrease 
through  the  promotion  of  greater  domestic  usage  and  greatly  in¬ 
creased  sale  of  power,  and  no  raids  were  possible  on  the  public 
treasury,  or  no  aid  received  from  higher  tax  bilis. 

Added  Costs  of  Municipal  Financing 

Statistics  have  also  been  quoted  to  show  that  many  municipal 
ownership  towns  cannot  float  bonds  for  the  erection  and  mainte- 
nance  of  electric  plants  more  cheaply  than  private  companies. 
Municipalities  must  get  the  entire  amount  for  such  installations 
from  bond  sales.  Interest  on  these  bonds  and  depreciation  of  plant 
are  rarely  covered  by  the  rates  charged,  but  must  be  made  up  from 
general  taxes.  In  contrast,  private  corporations  derive  about  one- 
half  the  cost  of  installation  from  bond  sales,  and  the  remainder 
from  preferred  and  common  stock.  Their  average  earnings  of  6.1 
to  7.63  per  cent  on  all  invested  capital  are  probably  no  greater  than 
the  total  cost,  including  increased  taxes  and  discounts  to  investment 
bankers,  which  municipalities  pay  for  installation  and  maintenance 
of  electric  plants.  If  $12,000,000,000,  which  would  be  the  minimum 
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cost  to  municipalities  of  enforced  socialization  of  all  electric  Utili¬ 
ties,  is  added  to  the  present  governmental  indebtedness,  interest 
rates  on  municipal  bonds  would  be  greatly  increased. 

And  what  of  the  interests  of  present  utility  investors?  What- 
ever  might  be  saved  in  interest  rates  by  the  people  as  owners  of 
electric  plants,  would  be  lost  to  the  people  as  investors  in  present 
utility  corporations.  Most  electric  Corporation  securities  are  now 
held  by  small  consumer  investors.  So  there  is  no  net  saving  here. 
If  municipal  ownership  were  then  extended  to  all  industry,  lower- 
ing  all  tax  rates  to  investors  and  wiping  out  the  taxes  paid  for 
the  support  of  government  by  private  industry,  we  should  simply 
be  forced  to  a  lower  price  level  with  less  savings  available,  and  a 
lower  standard  of  living. 

There  are  no  final  or  inherent  savings  in  any  business,  except 
through  efificient  operation,  which,  for  electric  Utilities,  means 
through  corporate  control,  where  responsibility  can  be  fixed  and 
competent  employees  retained  and  contracts  enforced,  and  where 
investors  may  expect  an  adequate  return  on  their  savings.  Since 
private  initiative  has  been  responsible  for  practically  all  the  improve- 
ments  and  extensions  in  the  electric  industry,  through  which  all 
permanent  future  savings  in  rates  are  made  possible,  we  must 
conclude  that  there  are  more  inherent  advantages  in  private  Cor¬ 
poration  control  than  in  public  ownership  and  operation. 

TAXLES8  TOWNS 

From  time  to  time  advocates  of  municipal  ownership  have 
claimed  that  profits  on  municipal  electric  plants  have  made  many 
towns  tax  free.  On  examination,  it  is  found  that  taxes  for  the 
support  of  schools  and  county  and  state  government,  and  special 
city  expenses,  are  levied  as  usual,  and  only  the  general  city  fund 
tax  has  been  abated.  Various  writers  have  placed  the  number  of 
these  tax  free  towns  all  the  way  from  sixty-eight  to  eighty-five. 
About  three-fourths  of  this  number  are  credited  to  the  state  of 
Oklahoma,  which  has  a  constitutional  limitation  of  six  milis  in 
taxes  for  general  city  purposes.  However,  even  this  small  saving 
would  be  welcome  to  citizens  in  any  town. 

Oklahoma  Towns  Not  Tax  Free 

In  1932  the  Public  Ownership  League  listed  56  tax  free  Okla¬ 
homa  towns.  21,  or  nearly  half  of  these  towns,  have  no  municipal 
electric  plants.  They  did  have  municipally  owned  water  plants, 
as  practically  every  other  city  in  the  United  States,  but  these  con- 
tributed  nothing  to  the  operations  of  city  government,  except  where 
rates  were  abnormally  high.  Many  other  tax  free  cities,  in  the 
above  inaccurate  sense,  can  be  found  from  time  to  time  which  were 
not  included  in  the  list  of  the  Public  Ownership  League,  and  which 
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have  never  had  municipal  ownership  of  electric  plants.17  Since 
such  a  large  proportion  of  all  so-called  tax  free  towns  have  no  elec¬ 
tric  Utilities,  it  is  necessary  to  search  elsewhere  for  the  causes  of 
the  cancelled  general  city  levy. 

These  causes  differ  widely.  Generally,  high  fees  and  penalties 
and  special  levies  for  various  purposes  are  found  in  these  towns, 
together  with  higher  electric  rates  than  in  neighboring  towns. 
These  special  levies  and  penalties  often  exceed  the  six  mili  con- 
stitutional  limit  in  Oklahoma.  Sometimes  no  provisión  is  made 
for  depreciation  or  payment  of  interest  on  utility  bonds,  but  all 
money  over  current  expenses  is  paid  into  the  city  treasury,  and  a 
special  levy  is  made  for  Utilities  financing,  which  is  greater  than 
the  six  milis  máximum.  It  is  claimed  that  one  of  the  principal 
arguments  used  by  those  who  have  urged  municipal  ownership  in 
Oklahoma,  is  that  it  offers  a  way  to  evade  this  six  mili  limitation, 
for  city  taxes.  Certainly  taxes  are  no  lighter  in  Oklahoma  because 
of  such  constitutional  limitation  than  in  local  communities  in 
other  states. 

Ponca  City,  Oklahoma,  is  the  largest  on  the  “taxless”  list.  In 
1932  the  average  rate  for  sale  of  electric  current  was  3.3  cents  per 
kilowatt  hour,  as  compared  with  rates  of  2.7  cents  per  kilowatt 
hour,  or  18  per  cent  lower,  in  other  Oklahoma  cities  of  the  same 
size.18  Thus  over  $37,000  in  extra  rates  for  current  was  collected 
by  the  city.  No  provisión  was  made  for  a  sinking  fund  on  light 
bonds  or  depreciation  of  machinery.  The  electric  and  water  plants 
had  an  accumulated  book  depreciation  of  over  $600,000,  but  no  re¬ 
serve  for  replacements  had  ever  been  established.  Two  entire 
electric  plants  had  been  discarded  because  of  depreciation  and 
obsolescence  without  any  compensation  to  taxpayers  from  earn- 
ings.  Industrial  rates  in  Ponca  City  are  so  high  and  generating 
capacity  so  limited  that  its  two  chief  industries  have  found  it  ad- 
visable  to  get  their  current  from  special  lines  built  by  the  Oklahoma 
Gas  and  Electric  Company.  In  1932  a  tax  levy  of  8  milis  was 
made  to  pay  interest  and  sinking  fund  for  electric  light  bonds,  2 
milis  more  than  the  constitutional  limit  of  6  milis.  Ponca  City's 
citizens  have  paid,  in  the  past  and  are  paying  now,  a  most  heavy 
premium  for  their  6  mili  tax  exemption. 

Special  Tax  Levies  Added 

Many  similar  instances  can  be  found.  Blackwell,  Oklahoma, 
levies  no  general  city  taxes,  but  has  special  levies  for  interest  and 
accruals  on  electric  light  bonds  and  higher  rates  for  current  than 
are  charged  by  private  companies,  which  together  far  exceed  the 
6  milis  limitation.19  Replacements  from  depreciation  and  obso¬ 
lescence  will  require  further  bond  issues.  Claremore,  Oklahoma, 
has  no  depreciation  or  obsolescence  reserves,  and  no  income  from 
the  electric  plant  has  ever  been  used  to  pay  interest  or  accruals  on 
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bonds  issued,  these  being  paid  by  special  levies.  Duncan,  Oklahoma, 
levies  tax  penalties  equal  to  1.1  milis  on  general  property  valuation, 
and  special  taxes  for  sewers  and  sanitation.  It  pays  higher  rates 
for  current  than  the  neighboring  town  of  Lawton,  equal  to  4.1 
milis  on  each  dollar  of  property  valuation.  These  Ítems  total  8.67 
milis,  or  2.67  milis  over  the  máximum  constitutional  levy. 

One  taxless  town  was  listed  in  Minnesota.  But  a  comparison 
of  20  towns  having  municipal  electric  plants,  with  20  similar  towns 
under  prívate  ownership  in  1932,  already  recorded,  show  an  average 
of  3.53  milis  more  per  dollar  of  taxes  levied  in  the  towns  which 
have  municipal  ownership.20  A  later  comparison  of  all  the  44  com- 
munities  having  municipal  electric  plants  showed  a  per  capita  tax 
levy  higher  by  $2.35,  than  in  all  other  cities  in  Minnesota,  large 
and  small.  This  comparison  also  showed  an  average  debt  for  the 
44  municipal  ownership  towns  nearly  four  times  as  great  per  capita 
as  in  towns  served  by  prívate  electric  companies,  and  an  average 
light  bilí  for  fifty  kilowatt  hours  per  month  of  45  cents  more  than 
was  being  charged  by  prívate  companies. 

In  practically  every  instance  the  rates  charged  for  electricity 
in  so-called  tax  free  towns  were  higher  than  rates  found  in  neigh¬ 
boring  communities.  When  all  special  taxes  have  been  included, 
both  the  total  taxes  paid  and  the  rates  for  electric  current  are 
generally  higher  than  in  similarly  situated  cities.  It  is  worth 
noting  that  none  of  those  cities  having  the  better  managed  munic¬ 
ipal  plants,  such  as  Springfield,  Illinois,  Lansing,  Michigan,  and 
Jacksonville,  Florida  have  ever  claimed  to  be  tax  exempt. 

Unjust  Method  of  Taxation 

This  argument  for  tax  exemption  is  directly  opposed  to  the 
argument  that  municipal  ownership  should  be  adopted  in  order 
to  furnish  electricity  at  lower  rates.  Affirmative  teams  must  be 
careful  to  choose  between  these  two  points.  They  cannot  con- 
sistently  argüe  both  at  the  same  time.  Either  municipal  owner¬ 
ship  must  be  supported  because  it  decreases  the  cost  of  light  and 
power,  or  because  it  levies  enough  taxes  indirectly  through  higher 
rates  than  are  necessary,  in  order  to  support  city  government  from 
electric  light  receipts  rather  than  direct  taxes  on  general  prop¬ 
erty.  We  have  noted  that  when  total  taxes  are  considered,  there 
has  been  very  little,  if  any,  real  tax  reduction.  However,  if  a 
policy  of  collecting  enough  from  electric  light  users  to  pay  total 
costs  of  operating  municipal  electric  plants,  (which  all  investiga- 
tions  show  has  seldom  ever  been  done)  and,  in  addition,  to  pay 
the  general  costs  of  city  government  were  adopted,  this  would 
result  in  regressive  taxation,  which  is  held  by  all  economists  to 
be  unjust  and  harmful. 

Citizens  do  not  use  electric  current  in  their  homes  in  propor- 
tion  to  the  taxable  valué  of  those  homes.  The  tendency  is  for 
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larger  homes  to  use  proportionally  less  current  than  in  modest 
homes  of  lower  valué.  Therefore,  they  pay  proportionally  less 
than  their  fair  share  toward  the  support  of  city  government.  It  is 
also  true  that  the  small  user  of  electricity  pays  a  much  higher 
rate  than  the  large  domestic  user,  therefore,  again  paying  a  greater 
proportionate  share  of  the  costs  of  city  government  than  his  ability 
would  warrant.  Non-resident  property  owners,  who  use  no  elec¬ 
tricity  would  pay  nothing  toward  the  support  of  city  government, 
and  the  higher  rates  applied  to  commercial  and  industrial  usage 
discourage  business  expansión.  These  are  all  unsound  methods 
of  raising  taxes. 

Also,  the  city  loses  the  franchise  and  property  taxes  which  the 
privately  owned  electric  utility  would  be  paying,  which  would 
amount  to  an  average  of  about  13  or  14  per  cent.  If  the  savings 
to  the  average  consumer  from  lower  rates  generally  charged  by 
prívate  electric  Utilities  are  added  to  the  13  or  14  per  cent  of  total 
receipts  generally  paid  by  these  companies  in  taxes,  the  amount 
would  be  greater  in  every  instance  which  has  been  analyzed  than 
the  general  six  mili  city  levy  now  being  avoided,  and  the  con¬ 
sumer  would  be  better  off. 

When  current  is  bought  from  prívate  electric  Utilities  with 
fair  rates  under  the  regulation  of  state  utility  commissions,  and 
the  electric  utility  pays  its  fair  share  of  taxes,  and  the  remainder 
of  city  costs  are  apportioned  among  its  citizens  and  businesses  ac- 
cording  to  the  valué  of  their  property  holdings,  there  is  a  definite 
saving  to  the  average  family,  and  more  justice  in  their  system  of 
local  taxation,  and  the  city  also  ceases  to  be  a  slacker  in  bearing 
its  fair  share  of  county  and  state  and  national  expenses. 

TENNESSEE  VALLEY  AUTHORITY 

Arguments  have  been  advanced  that  the  low  rates  charged  by 
the  T.  V.  A.  authorities  for  electricity  generated  at  Muscle  Shoals 
and  other  dams  indícate  that  all  communities  in  the  United  States 
should  own  and  opérate  their  electric  Utilities.  We  have  already 
quoted  government  authorities  denying  that  “yardstick”  projects  were 
proposed  for  the  purpose  of  driving  prívate  Utilities  out  of  business. 

The  president,  in  proposing  the  conference  between  Federal 
and  prívate  power  companies  for  September  30,  1936,  re-emphasized 
that  public  power  projects  like  the  T.  V.  A.  and  the  Bonneville, 
Oregon  dam  “should  be  made  to  serve  the  greatest  number  of 
our  people  at  the  lowest  cost  and,  as  far  as  possible,  without  injury 
to  existing  actual  investment^’21  This  conference  discussed  ways 
and  means  for  providing  Federal-prívate  power  pools,  which 
would  provide  electric  service  to  the  greatest  number  of  people 
without  duplication  of  generating  plants  and  transmission  lines. 
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Yardstick  Sites  Not  Available  to  Whole  Country 

The  president  has  further  stated  that  he  favors  four  regional 
“yardsticks” — one  each  in  the  Tennessee  Valley,  the  Lower  Col¬ 
orado  River,  the  Columbia  River  Valley,  with  a  future  considera- 
tion  of  the  Saint  Lawrence  River.22  The  T.  V.  A.  is  the  largest 
of  these  projects,  and  is  serving  only  a  limited  territory  in  Southeast- 
ern  United  States.  It  has  damaged  prívate  power  companies  in  its 
area  by  impairing  their  financial  credit,  and  hampered  their  further  ex¬ 
tensión  of  Service  by  unwise  policies  of  constructing  duplicate  facili- 
ties  and  by  unfair  methods  of  competition. 

We  have  already  shown  that  the  average  rates  charged  by  prí¬ 
vate  corporations  for  electric  current  throughout  the  United  States 
are  nearer  to  T.  V.  A.  and  other  “yardstick”  rates  for  both  power 
and  residence  use  than  average  municipal  plants.  Of  the  current 
generated  in  1934  at  Muscle  Shoals  97  per  cent  was  sold  to  the  Ala- 
bama  Power  Company  and  used  by  them  in  the  displacement  of  steam 
generation.  In  June,  1935,  only  seven  cities  with  an  average  popula- 
tion  of  3,300  were  being  supplied  with  electric  current  by  the  T.  V.  A. 
Court  decisions  seem  to  show  that  the  United  States  government  may 
develop  electric  plants  which  would  sell  excess  power  only  as  incidental 
to  the  control  of  navigation,  or  production  of  war  materials.  There- 
fore,  local  communities  can  never  expect  to  buy  their  electric  power  at 
Wholesale,  except  in  a  few  favored  locations,  from  large  federal  de- 
velopments. 


Emergen cy  Federal  Aid 

During  the  past  three  years  the  United  States  government  has 
offered  to  give  local  communities  from  30  to  45  per  cent  of  the 
total  cost  of  building  either  electric  generating  or  distributing 
plants,  with  a  long  time  loan  for  the  entire  remaining  cost  at  4 
per  cent  interest.  These  gifts  and  loans  have  been  stated  to  be  part 
of  an  emergency  program  to  increase  the  building  of  public  works  as 
a  means  of  business  recovery,  and  cannot  be  continued  indefinitely. 
This  program  is  supposed  to  opérate  only  when  local  communities  can 
guarantee  to  lower  existing  rates.  The  effect  of  this  program  is  to  put 
the  government  directly  in  the  power  business  in  competition  with 
prívate  Utilities,  who  are  among  the  largest  taxpayers  in  the  country, 
and  in  some  instances  to  overbuild  existing  facilities  of  prívate  Utilities. 

Most  municipal  plants  have  been  unable  to  maintain  equal  Serv¬ 
ice  at  lower  rates  than  prívate  corporations,  and  low  rates  charged 
even  in  “yardstick”  districts  have  been  maintained  through  na- 
tional  subsidies  which  constitute  a  drain  on  all  taxpayers  of  the 
nation.  Therefore,  “yardstick”  projects  do  not  furnish  evidence 
that  governmental  ownership  and  operation  of  all  electric  facilities 
should  be  maintained.  It  is  also  difficult  to  see  how  such  projects 
as  the  hydro  plants  of  the  T.  V.  A.  can  furnish  accurate  “yard- 
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sticks”  for  measuring  the  cost  of  generating  electricity  in  steam  or 
oil  plants  located  hundreds  of  miles  from  coal,  oil,  or  water  power. 

Unsound  Cost  Accounting 

Although  it  is  too  early  to  judge  of  the  success  or  failure  of 
new  federal  projects,  either  as  business  ventures  or  as  regional 
“yardsticks”,  evidence  of  unsound  financing  and  management  is 
accumulating.  The  United  States  government  had  spent  approxi- 
mately  $60,000,000,  in  a  total  of  $125,000,000,  at  Muscle  Shoals  for 
electric  plant  and  dam  before  1933.  This  $60,000,000  investment 
was  “written  down”  and  placed  on  the  books  of  the  T.  V.  A.  at 
about  $2 1,000,00o.22  The  Alabama  Power  Company  had  repeatedly 
offered  to  opérate  this  Muscle  Shoals  property  at  a  rental  of 
$2,400,000  per  year.  This  would  constitute  an  interest  rate  of 
about  12  per  cent  on  the  actual  valué  of  the  Muscle  Shoals  electric 
generating  properties,  as  determined  by  the  Tennessee  Valley  au- 
thority. 

It  has  been  estimated  by  the  Corps  of  Engineers  of  the  U.  S. 
Army  that  improvement  of  navigation  can  be  accomplished  for 
20  per  cent  of  the  expenditures  now  being  made  by  the  T.  V.  A. 
for  the  construction  of  dams  on  the  Tennessee  River,  if  provisión 
for  generating  electricity  is  omitted  from  the  program.24  Also  prívate 
companies  building  generating  plants  on  navigable  rivers  must 
conform  to  all  the  United  States  regulations  regarding  flood  and 
navigation  control,  with  no  allowance  or  subsidy  from  the  Federal 
treasury. 

Probable  Future  Déficits 

Taxes  paid  by  the  T.  V.  A.  in  1934  and  1935  were  only  $16,900 
on  a  property  investment  of  $250,000,000,  as  listed  in  its  annual 
report.25  The  combined  properties  of  the  Tennessee  Electric  Power 
Company  and  the  Alabama  Power  Company  were  equal  to  about 
the  same  amount,  but  they  paid  assessed  taxes  of  $4,500,000.  This 
was  equal,  according  to  Dr.  Warren  M.  Persons,  to  4  milis  per 
kilowatt  hour  on  all  production,  or  2  cents  per  kilowatt  hour  on 
all  current  sold  for  domestic  use.23  If  taxes  in  excess  of  those 
paid  by  the  T.  V.  A.  were  remitted  to  these  private  companies,  and 
if  75  per  cent  of  these  tax  savings  could  be  passed  on  to  domes- 
tic  consumers,  the  rates  charged  would  have  been  equal  to  or  lower 
than  those  charged  by  municipalities  buying  power  from  the 
T.  V.  A. 

The  T.  V.  A.  sold  all  current  generated  in  1935  at  an  average 
Wholesale  price  of  .58  cents  per  kilowatt  hour.26  The  average  price 
paid  by  all  retail  consumers  for  such  current  was  2.09  cents  per 
kilowatt  hour.  These  rates  are  substantially  below  those  charged 
by  the  Ontario  Hydro  Commission  to  consumers  at  distances  from 
Niagara  Falls  equal  to  the  area  covered  in  sales  from  Muscle 
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Shoals,  although  Dr.  Arthur  E.  Morgan  of  the  T.  V.  A.  has  said 
that  cost  of  generating  power  at  Niagara  Falls  is  the  lowest  in 
the  world.  Since  we  have  already  shown  that  déficits  are  piling 
up  in  the  operation  of  the  Ontario  Hydro  plants,  it  would  seem 
that  rates  charged  by  the  T.  V.  A.  are  far  too  low  to  cover  costs 
of  production,  and  have  been  made  possible  only  through  govern- 
ment  subsidies,  and  cannot  be  maintained  in  the  future. 

Operating  Costs  at  Muscle  Shoals 

It  has  been  estimated  that  if  all  costs  of  operating  the  Muscle 
Shoals  plant  were  included,  there  would  be  an  operating  déficit  of 
$1,500,000  for  the  year  ending  June,  1935.  This  estimate,  by  Wil- 
liam  M.  Carpenter,  economist  of  Edison  Electric  Institute,  places 
the  Wholesale  cost  of  the  current  produced  at  Muscle  Shoals  at  2.03 
cents  per  kilowatt  hour.26  When  proper  costs  for  distribution  and 
depreciation  are  included  the  total  cost  which  should  be  charged  to 
final  consumers  of  all  power  generated  was  3.75  cents  per  kilowatt  hour. 
This  is  over  45  per  cent  greater  than  the  average  price  of  2.57  cents 
per  kilowatt  hour  for  all  electric  energy  sold  by  prívate  companies  in 
the  United  States  in  1935. 

Large  subsidies  in  exemption  from  taxes,  “write  downs”  of 
acquired  property,  allotment  of  building  costs  to  navigation  and 
fíood  control,  outright  gifts  of  large  amounts  for  municipal  plant 
construction,  absorption  of  engineering  and  transportation  costs, 
long  time  loans  of  government  funds  at  low  rates,  and  other  T.  V. 
A.  practices  have  made  possible  the  present  property  development 
and  electric  rates  of  the  T.  V.  A.  “yardstick”.  The  average  sale 
of  electricity  per  customer  for  domestic  use  by  the  T.  V.  A.  is  1,100 
kilowatt  hours  per  year,  which  is  the  same  as  the  average  sales 
for  domestic  consumption  of  the  Tennessee  Electric  Power  Com- 
pany.27  When  all  costs  of  governmental  ownership  and  operation 
of  electric  Utilities  are  accurately  determined  and  charged  to  final 
consumers,  under  all  types  of  production  in  conditions  found 
throughout  the  United  States,  the  evidence  from  present  “yard¬ 
stick”  experience  seems  to  indícate  that  improved  Service  at  lower 
costs  will  continué  to  be  provided  by  the  eííicient  privately  owned 
and  operated  electric  Utilities  rather  than  irresponsible,  inex- 
perienced  governmental  boards  and  managers. 

STATE  REGULATION 

Arguments  are  often  made  on  the  Affirmative  side  that  State 
regulation  has  failed.  It  is  claimed  that  utility  companies  control  State 
commissions,  or  that  State  commissions  are  incompetent  to  apply  the 
laws  for  protecting  consumers  of  electric  current  to  the  large  utility 
companies.  One  very  prominent  advócate  of  municipal  ownership,  who 
is  now  agitating  to  have  his  little  home  city  build  a  municipal  electric 
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plant,  made  this  argument  recently :  Since  his  State  has  no  regulatory 
commission  at  all,  it  is  better  for  all  cities,  towns,  and  rural  districts 
to  buy,  or  build  their  own  electric  plants,  rather  than  to  try  to  get  the 
State  Legislature  to  create  satisfactory  commission  control.  State 
regulation  having  failed,  therefore,  each  community  should  enter  the 
business  of  producing  or  purchasing  and  distributing  all  electricity 
to  its  people  and  industries. 

Burdens  o!  Local  Management 

Even  if  it  were  true  that  State  regulation  had  broken  down,  this 
argument  would  seem  very  inconsistent.  Let  us  suppose  48  State 
governments  cannot  find,  by  paying  adequate  salaries  and  making 
careful  selection,  five  competent  men  for  each  State  commission.  Let 
us  also  suppose  that  such  commissions  are  unable  to  supervise  the 
accounts  of  private  electric  corporations,  showing  amount  of  income 
collected  from  various  classes  of  customers,  and  amounts  paid  out 
for  wages,  materials,  depreciation,  interest,  and  new  improvements, 
so  that  fair  rates  and  earnings  could  be  determined.  These  commis¬ 
sions  have  access  to  all  records  and  books  of  the  companies  concerned, 
and  have  judicial  power  to  require  the  presence  of  witnesses  and  the 
giving  of  testimony,  and  examination  of  all  complaints.  They  have 
no  duties  of  management  or  future  planning.  With  these  powers 
of  supervisión  and  adequate  salaries,  long  terms  of  office  and  careful 
selection  of  membership,  if  honest  and  competent  and  powerful  State 
commissions  cannot  be  chosen,  how,  then,  can  each  city  council  be  ex- 
pected  to  find  boards  of  control  and  managers  to  buy  materials,  hire 
and  pay  laborers,  determine  and  apportion  accounts  to  the  proper 
classes  of  users  so  that  scientific  rate  schedules  can  be  developed, 
and  plan  ahead  over  many  years  for  probable  future  developments  ? 

Such  boards  and  managers  must  have  the  ability  to  do  all  of  the 
things  required  of  State  commissions,  and  to  shoulder  also  the 
greatly  increased  burden  of  determining  and  putting  all  managerial 
policies  into  effect.  You  cannot  remedy  the  alleged  evils  of  a  com¬ 
mission  by  creating  hundreds  of  other  boards  with  duties  far  more 
burdensome.  Such  logic  would  be  absurd.  On  the  other  hand,  if 
city,  town  and  rural  councils  could  find  local  boards  and  managers 
with  the  ability  to  build  and  manage  and  finance  and  plan  the 
entire  operation  of  electric  Utilities,  there  would  certainly  be  no 
difficulty  in  selecting  from  this  wealth  of  available  material  a  com¬ 
petent  state  commission,  whose  efficiency  should  be  far  greater 
because  relieved  of  the  burdens  of  management  and  future  plan¬ 
ning. 

State  Regulation  Preferable 

Ñor,  how  could  we  expect  large  industrial  districts  to  be  suc- 
cessfully  created,  each  with  boards  of  managers,  exercising  the  still 
wider  powers  which  would  be  necessary  in  harnessing  water  power, 
building  generating  and  distributing  plants  and  planning  for  future 
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expenses.  Such  local,  or  regional  efficiency,  has  not  yet  been 
found  in  the  United  States,  either  in  the  operation  of  electric  Utilities 
or  in  the  management  of  earlier  projects  by  the  States,  such  as 
banking,  canal  building,  warehousing,  crop  insurance,  coal  mining, 
and  other  socialistic  projects,  all  of  which  have  been  financial 
failures. 

But,  as  we  have  already  noted,  State  regulation  has  not  failed 
wherever  good  salaries  and  ampie  powers  have  invited  competent 
men  to  serve  in  regulating  electric  Utilities.  In  these  States  order 
has  been  established  in  a  rapidly  growing  young  industry.  Uniform 
accounting  has  been  inaugurated,  fair  valuation  of  properties  has 
been  set  up,  and  equitable  rates  schedules  have  been  worked  out, 
setting  up  uniform  rates  over  areas  similarly  situated.  Careful 
attention  has  also  been  given  to  proper  differentiation  between 
various  classes  of  customers,  resulting  in  great  increase  in  the  sale 
of  current  and  appliances  which  promote  new  uses  of  electricity. 
Thus  the  cost  of  electric  Service  to  the  various  communities  as  a 
whole  has  been  progressively  decreased  in  a  manner  which  is  finan- 
cially  and  scientifically  sound.  In  the  very  few  instances  where 
State  regulation  is  inadequate,  it  may  be  supplemented  by  national 
legislation.  In  this  way  every  phase  of  the  electric  industry  is 
brought  under  public  control,  every  community  is  given  the  type  of 
Service  and  scale  of  rates  best  fitted  to  its  development,  and  the  evils 
of  political  management  and  pressure  for  extensión  of  the  Spoils 
System  are  avoided. 


Two  Alternativo  Policies 

It  must  constantly  be  emphasized  that  this  debate  is  a  choice  be¬ 
tween  two  definite  alternatives.  The  Affirmative  must  defend  both 
government  ownership  and  government  operation.  All  power  sites 
and  present  generating  plants  and  equipment  must  be  bought  or  re¬ 
placed  through  the  sale  of  billions  of  dollars  in  government  bonds. 
Future  development  of  electric  utility  facilities  depends  on  further  in- 
creasing  this  large  public  debt.  If  this  equipment  were  leased  to  ex- 
perienced,  long-lived  corporations  for  operation,  many  of  the  ad- 
vantages  of  private  initiative  could  be  retained  and  much  govern¬ 
ment  inefficiency  and  political  favoritism  could  be  avoided. 

But  the  Affirmative  must  also  advócate  operation  of  all  plants 
and  distribution  of  all  Services  through  politically  controlled  agents 
of  our  various  spoils-infested  governmental  units.  *Most  of  this  vast 
business  must  by  its  nature  be  managed  by  municipal  employees  where 
graft  and  inefficiency  have  for  a  hundred  years  been  most  firmly  in- 
trenched.  Also  practically  every  government  business  venture  in  our 
whole  history  has  been  a  financial  failure.  The  expanding  activities 
and  technical  nature  of  the  electric  industry,  with  so  many  other 
business  enterprises  depending  on  efficiency  and  progress  in  electric 
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light  and  power  Service,  seem  to  make  it  especially  hazardous  as  a 
governmental  project. 

The  Negative  advocates  a  continuance  of  the  present  practice, 
where  either  prívate  corporations  or  governmental  units  may  develop 
electric  plants,  depending  on  ownership  of  power  sites  or  advantage 
in  financing  or  the  preference  of  communities  to  be  served.  But  op- 
eration  can  be  most  economically  and  progressively  carried  on  through 
corporate  management  and  research.  Leases,  franchises,  or  special 
grants  safeguard  the  tenure  of  each  electric  utility  company  and  pro- 
tect  it  from  competitive  duplication  of  facilities.  State  regulatory 
commissions,  supplemented  by  local  boards  and  the  U.  S.  Power 
Commission,  guarantee  to  each  economic  area  uniform,  efficient  Serv¬ 
ice  at  fair  rates,  free  from  political  inexperience  and  irresponsibility, 
unmarred  by  political  favoritism  or  spoils. 

Such  public  regulation  has  steadily  developed  in  the  United  States 
and  is  now  functioning  with  marked  success  in  the  fields  of  banking, 
commerce,  trade,  Communications  and  power  Utilities.  It  is  the 
American  way  of  insuring  the  greatest  industrial  progress,  with  ade- 
quate  protection  to  the  great  mass  of  ultimate  consumers.  This 
policy  cannot  be  displaced  in  electric  light  and  power  activities  with- 
out  harmful  effects  on  all  other  businesses  and  family  standards  of 
living.  Therefore,  as  between  the  alternative  policies  presented,  gov- 
emmental  and  prívate  ownership  of  properties  with  corporate  gen- 
eration  and  distribution  of  electric  current  under  public  regulation  of 
rates  and  Service  is  the  practical,  tested  and  successful  policy  on 
wdiich  a  national  system  of  electric  light  and  power  facilities  can  be 
progressively  developed. 
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